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The man who, for the first time, gives more than a passing 
glance at the financial page of a great metropolitan newspaper will 
be struck and perhaps stunned by the bewildering array of rail- 
road bonds which are quoted in the Stock Exchange reports. Not 
only is their number large, but their names are legion. The ob- 
server sees quotations of “first,” “second,” “consolidated,” “gen- 
eral,” “unifying,” “first and refunding,” “adjustment” and 
“income” mortgage bonds, “collateral trust,” “improvement,” 
“prior lien,” “debenture,” “equipment trust” bonds and “car trust” 
and “leased line” certificates; a page might be filled with their 
names. He may wonder what is the meaning and purpose of this 
multiplicity of names. 

Some of these, like the “debenture” bonds, are mere promissory 
notes of the railway companies, resembling the ordinary promise 
to pay of a private individual or firm, except that they run for a 
number of years instead of a few months. The only surety of 
their payment is the general prosperity and credit of the company 
whick issues them. 

But such bonds are exceptional in American railway finance. 
In addition to this security which is back of all corporate debts, an 
attempt is made to give most bond issues a special security by 
means of some legal instrument—a mortgage, lease or other 
indenture—which designates and sets aside certain specific prop- 
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erty for the purpose of “further securing the payment of the in- 
terest and principal of the debt.” It frequently happens that the 
same property is made the special security for the payment of 
several different debts, representing money which has been bor- 
rowed at different times; in such cases the nature and extent 
of the special security differs for each of these debts, these differ- 
ences being represented by the distinctive names which are borne 
by the corresponding bond issues. This fact is largely responsible 
for the great variety in the names of these bonds. 

In all these instruments, by whatever names they may be called, 
there are but three general types, namely, the direct mortgage of 
real property and franchises, the mortgages of corporate securi- 
ties—bonds, shares and leases—and‘an instrument which speaks 
in the language of a lease, but which is in reality a conditional 
sale of property. It is purposed to notice some of the important 
features and purposes of each of these three types. 

The direct mortgage of real property and franchises was the 
first type to be developed in American railway finance. The mort- 
gage transfers “ail right, title and interest” in the property which 
is to be devoted to specially securing the payment of a debt, to 
the creditor or his representative, a trustee, to “have and to hold 
forever,” but with the provision that, if the principal and interest 
of the debt be paid in full as promised, this transfer is to become 
void and the title in the property to revert to the railway com- 
pany. By this transfer of title, should the company become in- 
solvent, the proceeds of the sale of this property cannot be applied 
to the payment of other debts of the company until this debt has 
been fully satisfied. The claim of those other debts is shut off 
for the time being. Nevertheless, should the proceeds not be suffi- 
cient to fully pay this debt the unpaid portion is still a claim 
against the other assets of the company, although it must take its 
chance on a basis of equality with the other unsecured debts. 

The theory of a mortgage upon railway property seems to be 
that the security of a railway debt may be made to consist of 
certain real estate and franchises as such, like the ordinary real 
estate mortgage. However, many attempts have been made, and 
with a considerable degree of success, to show that, commercially, 
this is not true. A piece of real estate in a city has many alterna- 
tive uses, afd if its income is not large in the use to which it is 
put, it may produce a larger income if devoted to another pur- 
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pose; its rent and value are largely determined by the general 
prosperity of the community, and not that of a single industry or 
of the owner of the property. The ordinary real estate mortgage, 
then, corresponds to commercial facts. 

Not so the mortgage upon railway property. A railroad prop- 
erty consists not merely of the real estate in its right-of-way and 
terminals, but of a costly roadbed, ballast, ties, rails, bridges and 
rolling stock, whose earning power is greatest as integral parts of 
a particular railroad system. The right-of-way and roadbed 
would have little value as ordinary real estate; the rails would 
have the value of old iron; the rolling stock is fitted only for 
railway transportation work. The lien of a railway mortgage, 
then, no matter what the language of the instrument may be, is 
upon the railroad property considered as a going concern; in 
other words, commercial facts shift it, in the first place, from 
the property as such to the gross earnings of the system. 

But if a railroad system is to have gross earnings it must be 
operated, and the costs incidental to operation must be paid; in 
other words, wages and salaries and the various costs of collect- 
ing, handling and delivering freight and moving trains, repairs, 
replacements, provisions for depreciation and other costs of keep- 
ing the property in good condition must be deducted from the 
gross earnings before anything is available for paying interest 
on the bonded debt. The lien of a railway mortgage is thus fur- 
ther shifted to the net earnings of the system as a going concern. 

The wording of a mortgage is thus not in accordance with 
commercial facts. Yet the practice of financing corporate activi- 
ties by mortgaging specific pieces of property has had very im- 
portant economic results. In the first place, it has had the effect 
of limiting, in a measure, the ability of the railway company to 
borrow money with which to extend, improve or better equip its 
property, often to the detriment of the bondholders themselves. 
When the managers were in need of funds for these purposes, 
they found their property already covered with a mortgage which 
represented former borrowings, and while the amount of the 
debt was far below the value of the property, yet the fact that it 
was secured by a so-called “first mortgage” prevented any other 
debt from coming in on a basis of equality with it. This often 
resulted in a “second mortgage,” the bonds represented by which, 
having inferior security, were considered less desirable and com- 
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manded smaller prices. These, perhaps, resulted in “third” mort- 
gages when later more funds were needed for similar purposes. 
Thus the practice of mortgaging specific property has had the im- 
portant effect of increasing the cost to the railroad company of 
obtaining the necessary funds for extending the business of the 
system, and has often rendered it difficult for the company to 
obtain the necessary equipment with which to handle its traffic 
and obtain those gross and net earnings which are the real se- 
curity of the bonds. 

At the same time the ingenuity of railway managers has been 
stimulated to find means of evading the provisions of these mort- 
gages. Railway systems have been built in divisions and branches 
and extensions have been built by separate subsidiary companies, 
this construction work being in large part financed by means of 
mortgage bond issues whose liens were confined to the newly 
constructed divisions and branches; usually, in order that these 
subsidiary companies’ bonds might be placed on good terms, the 
interest payments on them had to be guaranteed in some way 
by the parent company. Terminals have been obtained through 
the device of subsidiary companies, and are covered by separate 
mortgage bond issues ; and equipment has been obtained through 
another and costly device, of which more later on. Finally, 
railway companies have attempted to obtain funds by means of a 
“consolidated,” “general” or “unifying” mortgage. 

In this case a mortgage is placed upon the entire property, or 
a large part of it, of a system which is already covered by divi- 
sional and branch line mortgages, and the bond issue made large 
enough to provide for the conversion or redemption at maturity 
of these “prior” issues and leave a surplus of bonds which can 
be sold and the proceeds used for improvements or other pur- 
poses. The idea of this device was, in part, to offer the holders 
of old bonds an inducement to exchange their holdings for new 
bonds, and thus enable the railroad company to obtain funds on 
favorable terms by bringing all bonds under the same mortgage 
on a basis of equality. The results have not usually been the 
best that could be desired. If the holders of a considerable pro- 
portion of the old bonds refused to convert, the “consolidated” 
mortgage became merely an additional “junior” lien, more junior 
than all the rest. Thus has come the multiplicity in the kinds 
of bond issues. 
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A further economic effect of the practice of mortgaging specific 
property has been to divide the creditors of the railroad company 
into a number of classes having rival claims of various degrees 
of equality and preference. This all comes out when a railway 
company becomes insolvent and passes into a receiver’s hands. 
The holders of second or third mortgage bonds suffer in compari- 
son with the holders of first mortgage issues, even though the 
security of the first mortgage bonds might have suffered had 
the company not obtained the funds represented by the junior 
mortgage issues and with them improved and equipped the road. 
Perhaps the holders of bonds which are secured by a first 
mortgage upon the main line imagine their position secure; they 
are rudely awakened when they find that they must make con- 
cessions to the holders of terminal, equipment trust, or branch line 
bonds—for what good is a main line if it have no terminals, no 
branches to bring it traffic, or no rolling stock with which to carry 
that traffic? 

In other words, when the test comes, the strength of rival 
claims is determined in a few instances by the language of the 
legal instruments which secure them; in others this language is 
of no effect and the outcome is determined by the commercial 
merits of the rival claims. 

The main purposes of mortgage bond issues have already been 
intimated. They are to secure funds with which to build, com- 
plete, improve or equip railway lines, extensions and branches, or 
all of these together. These debts fall due from time to time, and 
must be replaced by similar bond issues ; for, with few exceptions, 
railway companies no longer expect to pay off their debts. So 
that a new purpose arises and gives its name to the corresponding 
bond issue, namely, “refunding ;” or perhaps a mortgage bearing 
some other name, as “general” or “consolidated,” is made large 
enough to provide for this contingency, and kill two birds with 
one stone. Again, when a railroad company passes through a 
period of reorganization, and the claims of rival bondholders are 
adjusted, their holdings may be converted into one or more new 
mortgage issues, one of which may bear the name “adjustment” 
to indicate its purpose. 

The multiplicity of bond issues spoken of above may be said 
to be due to the inelasticity in the provisions of the mortgages 
which secure them. The fact that a bond issue which is secured 
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by a first mortgage upon certain specific property cannot be in- 
creased when additional funds are needed, results in the creation 
of new mortgages with inferior lien. Of course, if the amount 
of a bond issue could be indefinitely increased at the will of the 
railway company there would be no occasion or use for a mort- 
gage to secure the debt. However, in recent mortgages, espe- 
cially those which are created in times of railway reorganization, 
more elastic provisions are included. An “adjustment” or “gen- 
eral” mortgage now, in addition to providing for the company’s 
needs at the time of its creation, will provide a large amount of 
bonds, perhaps fifty or even one hundred millions of dollars, for 
various corporate needs which might arise in the future. Thus 
the corporation can secure funds for certain purposes without 
creating junior mortgages. At the same time extravagance is 
prevented and the interests of the bondholders safeguarded by 
specifying the purposes for which the proceeds of such bond sales 
may be used, and the rate at which they may be expended for 
these purposes. Thus a mortgage which provides fifty millions 
for future needs of the company may stipulate that these are 
to be used only at the rate of two millions a year, and only for 
the purposes of making improvements and betterments. 

The necessity of evading the lien of these mortgages upon 
property is also in part responsible for the second type, namely, 
the “collateral trust’”’ mortgage. In this instrument the property 
which is conveyed to the trustee as security for the debt con- 
sists not of physical property and franchises, but of other corpo- 
rate securities, corporate shares or bonds, or both. Since corporate 
shares represent control of, and bonds usually represent a first 
lien upon, property, the “collateral trust” mortgage may be said 
to be an indirect lien upon certain property of the company, the 
nature or priority of the lien depending upon the kind of securi- 
ties deposited as collateral. The principal occasion for the col- 
lateral trust mortgage is when a railway company is adding to 
its system by purchasing control of the shares and bonds of con- 
necting railway companies, thereby obtaining control of their 
properties, or is extending its lines into other states. 

In the former case it is easy to see the usefulness of the col- 
lateral trust mortgage as a financial instrument. If these shares 
and bonds were paid for out of the cash funds of the railway 
company, that is, out of its earnings, the company and its stock- 
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holders would be deprived of the use of both the principal and 
interest of the purchase price, these losses being compensated by 
the income received upon the securities which were purchased and 
the benefit which the railway company derives from the inter- 
change of traffic with its newly acquired subsidiary company. If, 
however, these shares and bonds of the subsidiary companies can 
be paid for, not in cash but in collateral trust bonds, the railway 
company obtains all these benefits and at the same time retains the 
use of its cash funds; practically its only expense is the interest 
which must be paid on the collateral trust bonds. This second 
type of railway mortgage is thus a device whereby to make prop- 
erty which is acquired pay its own purchase price, so to speak. 
It is a great economizer of capital funds. By means of this device 
E. H. Harriman, through the Railroad Securities Company, ob- 
tained control, in 1896, of $10,000,000 of the 5 per cent. stock of 
the Illinois Central Railroad Company with an outlay of less 
than $1,500,000 of the cash funds of his company, the purchase 
being “financed” by an issue of $10,000,000 of collateral trust 
bonds bearing 4 per cent. interest. In other words, this device 
enabled Mr. Harriman to buy the shares he desired upon the 
margin principle, without subjecting himself to the dangers of 
ordinary purchases on margins. 

In the latter case, where a railway is extending its lines into 
other states, these must be constructed by companies having char- 
ters under those states. If these companies were to depend upon 
their own credit to bring them funds for construction purposes, 
they would probably be badly off ; their securities would command 
a very low price; for what guaranty has the prospective purchaser 
that one of these companies will be able to earn even the interest 
on its bonds? A large proportion of subsidiary companies do. 
not. But if, instead of offering the securities of these subsidiary 
companies to the public, they be brought into the parent com- 
pany’s treasury and made the collateral security for an issue of 
the parent company’s collateral trust bonds, the latter can be 
sold to much better advantage; for they are a direct obligation. 
of the parent company of the system, and should the income on 
the underlying collateral not be sufficient to pay the interest on 
these bonds, they still have the earning capacity of the entire 
system behind them. 

Financing new construction and the acquisition of connecting: 
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railway lines are the principal purposes of the collateral trust 
mortgage. These purposes represent the work of railway system 
building. There are many other purposes for which this type 
of mortgage is adapted, such as the funding of floating debts, the 
reduction of fixed charges, and so on, but these may be passed 
over. The provisions contained in some of these mortgages for 
safeguarding the interests of the collateral trust bondholders are, 
however, worthy of notice. 

In recent years there have come into the market many collateral 
trust issues the security of which consists mainly or solely of the 
capital stock of other railway companies which has been pur- 
chased in this way. Thus, in 1902, the Chicago, Rock Island & 
Pacific Railroad Company purchased nearly all the stock of the 
old Chicago, Rock Island & Pacific Railway Company, financing 
the purchase in part by an issue of bonds secured by a mortgage 
upon this stock; in the same year the old railway company ac- 
quired most of the common and preferred stock of the Choctaw, 
Oklahoma & Gulf Railroad Company in exchange for another 
issue of bonds which were secured by a pledge of the stock ac- 
quired. In 1898 the New York Central acquired most of the stock 
of the Michigan Central, and in 1900 that of the Lake Shore & 
Michigan Southern, in similar exchanges ; and in 1901 the Great 
Northern and Northern Pacific together acquired the stock of 
the Chicago, Burlington & Quincy, financing the purchase by 
means of an issue of bonds which were the obligations of both 
companies and were secured by a deposit of the C., B. & Q. stock. 

The original holders of stock in all these cases exchanged their 
dividend-paying shares for interest-bearing bonds, giving up their 
right to control the management of their companies for the right 
to receive a fixed rate of income. Although the stock they surren- 
dered became the collateral security of the bonds they received 
in exchange, its voting power is in the hands of the purchasing 
company. Only in case of a default by the latter in payment 
of interest on the collateral trust bonds, could the holders of these 
bonds get possession of their old shares and their voting power. 

In such cases the question arises, how are the interests of these 
bondholders to be safeguarded? If their collateral security con- 
sisted of first mortgage bonds upon their old property, this would, 
perhaps, be a simple matter; for no other mortgage liens could 
be placed ahead of that represented by their collateral without 
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their consent. But where their collateral consists of shares of 
stock, the parent railway company may use the voting power 
which it thus holds to cause its subsidiary company to enter into 
traffic agreements with other railway companies, which agree- 
ments may prove burdensome to the subsidiary company, drain 
away its earnings and undermine the security of the collateral 
trust bondholders. Or, if the parent company find itself pressed 
for funds, it may use its voting power in the stock of the subsid- 
iary company to mortgage that company’s property for all that 
it is worth; the lien of such a mortgage would come ahead of the 
claim represented by the subsidiary company’s stock, and in event 
of default in the interest payments on the collateral trust bonds, 
should their holders foreclose their mortgage, they might find 
the stock they thus secured practically worthless because of the 
mortgage claims which had been placed ahead of it. 

With a view to avoiding such contingencies, recent collateral 
trust mortgages contain provisions intended to prevent the pur- 
chasing company from using its voting power in the stock of 
the subsidiary company for the purpose of placing any new mort- 
gage or other claim ahead of that stock which is deposited as 
collateral, or to limit its power to do so. The Chicago, Rock 
Island & Pacific Railroad Company was recently made defendant 
in a suit—brought by a collateral trust bondholder of the St. Louis 
& San Francisco, which is controlled by the Rock Island—to re- 
strain it from using its voting power in the stock of the Chicago 
& Eastern Illinois, which was the security of the plaintiff’s col- 
lateral trust bonds, to cause the last-named company to enter 
into a traffic agreement with another company, on the ground 
that the fulfillment of this agreement might undermine the value 
of his collateral, which was contrary to the terms of the col- 
lateral trust mortgage. 

The collateral trust mortgage executed by the Chicago, Rock 
Island & Pacific Railway Company in acquiring the capital stock 
of the Choctaw, Oklahoma & Gulf, forbids the former company to 
exercise its voting power for the purpose of authorizing the con- 
solidation or merger of the “Choctaw” with any other company, 
or to authorize the sale of any of its property, or any lease of it 
save to the Rock Island itself, and even in that case the lease is 
to terminate in case the Rock Island should default in the pay- 
ment of the interest upon its collateral trust bonds; the object of 
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the last provision was to enable the collateral trust bondholders 
to obtain complete control of the “Choctaw” company should they 
foreclose their mortgage and obtain possession of the “Choctaw” 
stock—of course, this would be impossible if such a lease did not 
terminate when the Rock Island defaulted. The mortgage further 
provided that the Rock Island was not to use its voting power to 
authorize any new mortgage or bond issue by the “Choctaw” com- 
pany, except its consolidated mortgage bonds, which were limited 
in amount to $30,000,000; nor to increase that company’s capital 
stock until after May 1, 1904, or as soon thereafter as 95 per 
cent. of the old “Choctaw” stock had been deposited under this 
mortgage, and then only when a like proportion of the new stock 
had been similarly deposited. 

Some of the older collateral trust mortgages required fore- 
closure of the mortgage before the trustee could get full control 
of the collateral. This often meant disastrous delays. Recent 
mortgages, among which is the Rock Island mortgage just de- 
scribed, permit the trustee to at once assume the voting power 
of the stock which constitutes the collateral, and at his discretion, 
or at the direction of a certain proportion of the bondholders, to 
sell the collateral without foreclosure or to foreclose the mortgage 
and all the collateral at public auction. The mortgage created by 
the newly formed Chicago, Rock Island & Pacific Railroad Com- 
pany in its purchase of the old Chicago, Rock Island & Pacific 
Railway stock, permitted the trustee, in event of default, to sell 
the collateral either at public or private sale or on the Stock Ex- 
change. Sometimes it is provided that the collateral shall not be 
sold piecemeal but in its entirety. In all cases of sale at auction, 
the bondholders have the right to bid in the collateral and pay 
for it by means of the bonds which they hold. For this purpose 
these bonds are worth their face value, no matter how low their 
market value may be, and therefore place their holders in a posi- 
tion of advantage in the bidding. By this means, shareholders 
who exchange their stock for bonds, may, in the event of the 
insolvency of the purchasing company, regain possession of their 
old stock and with it the control of their company. 

The terms of the mortgage created in 1898 by the New York 
Central and placed upon the Michigan Central stock, prevent con- 
solidation in any manner of the latter company with any other 
without the consent of 75 per cent. in interest of the collateral 
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trust bondholders, and provide that in event of the merger of the 
New York Central and Michigan Central, these bonds are to 
become a direct lien upon the Michigan Central property. In 
event of default, the trustee may sell the collateral as an entirety, 
or may foreclose the mortgage, or may bring a suit in equity to 
compel specific performance of its duties on the part of the New 
York Central. Finally, the New York Central cannot place any 
mortgage upon any substantial part of its property without in- 
cluding in it, in favor of each of these collateral trust bonds, “a lien 
and charge prior and superior to the lien in favor of any other 
bond or debt secured by such mortgage,” except that the collateral 
trust bonds secured by a pledge of the Lake Shore & Michigan 
Southern stock are to go into such a mortgage on a basis of equal- 
ity with these “Michigan Central Collateral” bonds. By these 
means is it attempted to prevent the impairment of the security of 
the collateral trust issues which are based upon deposits of corpo- 
rate shares. 

The third type of corporate instrument is that which is at the 
basis of what are known as “Car Trust Certificates” or “Equip- 
ment Trust Bonds.” This, in practice, goes under the name of a 
lease—a lease of rolling stock by a syndicate of capitalists to the 
railroad company—but in reality it is a conditional sale of the 
rolling stock. The exact occasion for this form of instrument is 
not quite plain, except that it is another means of evading the 
inelastic terms of old mortgages upon the “real property” of the 
company. 

The proposition may be put thus: A railway company needs a 
certain number of additional locomotives, freight cars and other 
kinds of rolling stock, and its surplus earnings are not sufficient 
for their purchase. How shall the company finance the acquisi- 
tion of this rolling stock? Several possible alternatives suggest 
themselves. New shares of stock might be sold; this has the 
advantage of not increasing the company’s fixed charges. Or 
perhaps there is a considerable quantity of general or consolidated 
mortgage bonds in the treasury, which may be sold and the 
proceeds used for this purpose ; or the purchase of the new equip- 
ment may be financed by mortgaging this equipment and selling 
new bonds thus secured. 

In practice, the last is never done. The actual procedure is 
this: A syndicate of capitalists is organized (a joint stock com- 
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pany being formed) to purchase the desired equipment from the 
manufacturers and pay for it. This equipment is then “leased” to 
the railroad company for a certain number of years, usually less 
than ten. The “rental” consists of three parts, viz.: (1) a certain 
cash sum which is payable at once, and which represents the syn- 
dicate’s (or Car Trust Association’s) expenses and profits; (2) 
a certain sum which really represents the purchase price of the 
equipment, and which is divided into a certain number of equal 
annual installments; and (3) the true semi-annual rental of the 
equipment which takes the form of interest on the unpaid in- 
stallments of the purchase price. Some of these “leases” provide 
that title to the equipment is to pass, or a bill of sale given, to 
the railway company upon receipt by the vendors of the last in- 
stallment of the rental. Such an instrument, it will at once be 
seen, is merely a conditional sale of the rolling stock, the title 
remaining in the vendor until the last installment of the purchase 
money is paid. Others provide that at the expiration of the 
“lease” the railway company may purchase the rolling stock and 
receive title to it upon the further consideration of one dollar. 

Finally, this “lease” is assigned to a trustee, and the railroad 
company issues its own “car trust certificates” or “equipment 
trust bonds,” usually in amounts of $1,000 each, and divided into 
series maturing at different dates to correspond with the annual 
installments of the purchase money as provided in the “lease.” 
These certificates or bonds, thus divided into series, represent the 
several installments of the “rental” or purchase money, and the 
interest which they bear represents the true rental of the equip- 
ment or the interest on the purchase money, just as one cares to 
look at it. These certificates or bonds, after certification by the 
trustee of the “lease,” are delivered to the syndicate of capitalists 
and eventually find their way into the hands of the investing pub- 
lic. Upon the complete redemption of the last of these bonds and 
the payment of all interest charges, and perhaps the payment of 
an additional one dollar, it is expected that the title to the rolling 
stock will be assigned to the railroad company. 

Further conditions of such an agreement are that each of this 
particular lot of cars or locomotives shall be plainly marked with 
the name of the “lessor,” that they are to be kept in good repair, 
and any cars which may be destroyed are to be replaced, by the 
railway company, that once a year an accurate statement is to be 
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made to the “lessor” as to the number of such cars in actual ser- 
vice, the number and description of such as may be destroyed and 
substituted by others, that the “lessor” shall have the right to in- 
spect his property once a year; that the railroad company will 
not assign or transfer its rights or interests in such equipment, nor 
underlet it without the consent of the “lessor”—the “lessor” hav- 
ing the right to terminate the “lease” in case of unauthorized sale 
or transfer of this property, a transfer by bankruptcy being 
deemed a breach of this covenant; that in case of default in the 
payment of any part of the “rental,” or a failure on the part of 
the railroad company to keep the equipment in good condition, and 
so on, the “lessor” may terminate the lease, declare the principal 
of all series of the “car trust certificates” due, and enter into pos- 
session of his equipment. For this purpose the railroad company 
must deliver these cars at such points as are designated by the 
“lessor” or trustee, bringing them there at the ordinary speed of 
freight trains. 

Here is an interesting point in which one of these instruments 
differs from a mortgage. In the case of the foreclosure of a 
mortgage, the trustee would sell the property to the highest bidder, 
apply the proceeds to the payment of the debt, and if any surplus 
remained this would be repaid to the railroad company. The 
mortgagor has an equity in the mortgaged property. But in case 
of the “lease” or conditional sale, the railroad company has no 
such equity. Sometimes, indeed, the agreement expressly stipu- 
lates that the surplus proceeds or unsold equipment shall be re- 
turned to the railroad company; but in one such case the court 
held that the instrument was a mortgage, not a conditional sale, 
and because it contained this provision the purpose of this device 
was defeated. 

As intimated before, most of these instruments speak in the 
language of leases, although they are not truly such, for a genu- 
ine lease does not contemplate the eventual transfer of the title 
to the property to the lessee. They really constitute conditional 
sales; and recently equipment trust agreements have appeared 
which discard the language of the lease. The agreement securing 
the Equipment Bonds, Series “E,” of the Chicago & Eastern IIli- 
nois in 1905 is a case in point. 

The reasons assigned for using the conditional sale as a means 
of financing the purchase of equipment are various and conflicting. 
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One reason that has been assigned for the use of this instrument 
rather than the purchase money mortgage, is that usually the 
property of such a railway company is already covered by mort- 
gages which contain what are known as “after-acquired property” 
clauses ; that is, such a mortgage contains a provision to the effect 
that it is to cover certain specific property which is conveyed to 
the trustee, and also “all rolling stock, equipment, trucks, etc., 
etc., now or hereafter to be acquired.” Such mortgages, it is 
urged, would automatically extend over any equipment that might 
later be purchased, and any new mortgage that might be placed 
upon this equipment to secure the payment of the purchase money, 
would have merely an inferior lien. Of course, nobody wants a 
junior mortgage upon mere rolling stock. 

This sounds plausible, and where a railway company buys roll- 
ing stock of one party, borrowing the funds with which to pay 
for it, and later attempts to fund the debt thus created by mort- 
gaging this equipment, no doubt this idea has force. But the 
court has universally held that, where such rolling stock was pur- 
chased and a mortgage upon it given to the vendor to secure pay- 
ment of the purchase money, the sale of the equipment to the 
railroad company and the giving of the mortgage were both 
parts of the same transaction, and although the lien of other mort- 
gages did extend over this rolling stock, the lien of the new pur- 
chase money mortgage was superior to that of the old mortgages. 
Hence this objection is of no practical force. 

A better idea, from the standpoint of the vendor, seems to be 
the difference between the mortgage and the conditional sale as 
to the equity of the railway company in the rolling stock in the 
case of foreclosure sale. In the case of the mortgage, the surplus 
proceeds from the sale of the property, after fully satisfying the 
debt and incidental expenses, must be paid to the mortgagor. In 
the case of rolling stock bought by means of a mortgage, if all 
but the last installment of the debt had been paid, this equity 
might be very large. But in a true conditional sale, this entire sur- 
plus may be retained by the vendor. With the latter instrument 
the vendor has the chance to make a considerable gain, compen- 
sating the risk he runs of netting an equal loss if the proceeds 
of the sale should fall short of the amount of unpaid purchase 
money. With the mortgage he runs the risk of loss without the 
compensating chance to gain. Such a device may appear bur- 
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densome and inequitable to the railroad company. But railway 
companies which use the car trust device as a means of obtaining 
equipment are usually companies whose credit is poor—although 
there are several notable exceptions to this rule, as the Penn- 
sylvania Railroad—and to such companies the choice of a less 
burdensome method is not available. 

The reason for making this conditional sale read in the lan- 
guage of a lease is another matter. According to the law of 
most states the conditional sale, although binding as between the. 
parties thereto, was void and fraudulent as against the claims of 
a third party, a judgment creditor, a purchaser of the property 
without notice of the existence of this contract, and even with 
notice in some states. As a result in case of insolvency of the 
railroad company, the vendor of rolling stock under such an 
agreement might find it impossible to regain possession and title to 
such property. 

To avoid these difficulties these instruments were made to speak 
as if they were leases, and the consideration paid was the rental 
of the property. However, since title was to pass to the railroad 
company upon the payment of the last installment of the “rental,” 
the courts were quick to see that these were, in substance, mere 
conditional sales, and corporate ingenuity had to find a new de- 
vice. This was accomplished by prescribing the additional pay- 
ment of one dollar, after the payment of all rentals, as the con- 
sideration for the assignment of title, and, strange to say, the 
courts of Pennsylvania, which had been the principal stumbling 
block in regard to the theory of conditional sales, recognized this 
instrument as a true lease, the vendor’s title being good against 
all claimants. This leaves the railway company two methods of 
purchasing equipment without subjecting it to the prior lien of 
old mortgages, the purchase money mortgage and the last-de- 
scribed form of the conditional sale or “lease.” 





Maintenance of Way and Structures 


By Francis How. C. P. A. 


There seems to be quite a prevalent opinion that a concentration 
of expenditures toward the maintenance and betterment of the way 
and structures of railroads during periods of large earnings consti- 
tutes a legitimate reserve, which can be drawn upon when earn- 
ings decline in order to maintain dividends, and as this subject is 
of vital importance to the investor, it may be interesting to con- 
sider it from a practical view point. 

We often find that financial writers, when analysing a railroad 
report draw especial attention at the outset to the phenomenal 
dividend-earning power of the company, and in their analysis lay 
stress upon the earnings as possibly being equivalent to even 10 
or 15 per cent. upon the capital stock, so that the ordinary reader 
may well be excused if he at once entertains the opinion that al- 
though the particular company has for the time being declared but 
5% or 6% in actual dividends, yet there must necessarily be some- 
where tucked away for ultimate distribution this overplus incre- 
ment of earnings, in which at some later date the stockholder will 
naturally participate; but follow the review a little further, and 
this fact is brought into prominence that the apparent difference 
between distribution and earnings has been appropriated for the 
express purpose of the betterment of the property, so that the or- 
iginal and specious argument to the effect of the company earning 
10%—while temporarily paying only 5%—must lose force when 
we discover that the extra 5% has been expended ;—it does not 
exist any longer in a tangible shape to be drawn upon at the will 
of the management for dividend payments, as the cursory reader 
might at first be apt to imagine. 

Many of us can remember that before the era of reorganization 
and capital reconstruction of nearly every railroad in this country 
became obligatory, the same sort of idea (though possibly toa 
modified extent) prevailed, viz: that in the cases at least of the 
strongest companies there was a certain undistributed asset of 
earnings—in a word, they temporarily withheld property of the 
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stockholder—and this imagination ran so wild that the rebates 
owed to shippers by the Atchison and which were so curiously 
carried in the balance sheet of that company, were seriously re- 
garded as susceptible to distribution; but this line of thought re- 
ceived a severe set-back when one of the oldest and proudest sys- 
tems in the United States had to seek the protection of the courts 
—lI refer to the Baltimore and Ohio—and then one by one of our 
leading roads passed into receivership hands; in fact, it was for a 
time out of fashion for railroads to be independent of the court. 

Since then the wonderful growth of the country—aided, I grant 
you by careful management—has enabled railroad properties to 
emerge from a state of bankruptcy, and to pay dividends in place 
of levying assessments, but there exists today equally as well as at 
any previous period the necessity of a conservative and thoughtful 
digest of railroad reports, and as we are now particularly inter- 
ested in that portion of them which relates to the charges appli- 
cable to “Maintenance of Way and Structures,” let us review that 
subject in a practical way, and in order to do so it may be well to 
acquaint ourselves with the scope and meaning of the expenditures 
which are grouped under this generic heading. 

The most important items which go to make up this class of op- 
erating expense are: 

(2) The cost of renewal of rails and ties. 

(1) The cost of roadway repairs. 

(3) The cost of renewal and repairs of bridges (under this lat- 
ter heading are included in railroad accounting fences, 
culverts, buildings, docks, wharves, etc.) 

Taking up these items seriatim: 

First :—It is difficult to lay down any hard and fast rule as to 
what can be considered a conservative charge per mile; in one 
case the reduction of gradients and curvatures may have been 
deemed necessary, and in another no such necessity may have ex- 
isted ; possibly we can best illustrate our meaning and quote no 
better instance of the impossibility of comparison than by relating 
an incident, which took place some years ago, when the operating 
cost of the New York Central was openly criticised in the press by 
a well known financial writer, and the cost compared with that of 
the Lake Shore. 

We then drew attention to the dissimilar conditions of the two 
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roads (although both under the Vanderbilt flag), for in the case 
of the New York Central the operating department had from the 
geographical location of the road to contend with extreme grades 
and curves, and we then stated—(and the reiteration can be truth- 
fully made today) that between Albany and Schenectady the max- 
imum grade approaches ninety feet to the mile, while the curvature 
of the line is too well known to draw especial attention to any par- 
ticular points; but on the other hand the grade line of the Lake 
Shore between Buffalo and Chicago does not exceed a maximum 
of twenty-six feet, while there are miles of continuous tangents. 
This, we think, furnishes a good and sufficient reason why in some 
cases roadway repairs—which include not only baliasting, ditch- 
ing, etc., but reduction of grades and curves—bear no intelligent 
comparison. 

Second :—( Renewals of rails and ties) —We find that some sys- 
tems still adhere to the ancient policy of charging to“construction” 
(or in other words capitalization) the difference in the weight of 
the new rail and the original weight of old rail replaced—for ex- 
ample, if a 70 Ib. rail is replaced by a go Ib. rail, the increased 
weight of 20 lbs. is capitalized. This practice is in our opinion de- 
serving of criticism, for such a term as “depreciation” is an un- 
known quantity in railroad circles—although certain reserves dis- 
guised under the term of “appropriations” are occasionally set up 
out of revenue—and therefore it is but conservative to charge the 
entire cost of the new rails to operating expense less of course the 
value of the old rails. The average life of a steel rail varies so 
much according to the traffic, grade, and curvature that it is only 
possible to advise that a sufficient amount of rails be relaid every 
year, or that a provision out of earnings be annually set aside for 
the purpose of keeping the track in an efficient state. 

The life of the present tie can be more closely approximated, 
and generally speaking we are safe in assuming its extreme life 
to be seven years—although the class of wood, and character of 
climate enter into this estimate—therefore it is necessary that a 
road replace some 400 ties per mile annually, and if it neglects to 
do so we must either look for some specific cause or draw the con- 
clusion that this department has been neglected. And in this con- 
nection it is interesting to note that out of the fifteen systems here- 
in reviewed ten report the actual number of ties renewed, while 
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the remainder give only the cost of such replacement, so compar- 
ison as to number of ties is difficult. In the latter case, where cost 
only is given, it is fair to assume that the same includes the price 
of tie plus the labor for putting it under the track,—which need- 
less to say is more or less expensive, but in order to arrive at some 
comparison between the roads referred to, the writer has some- 
what arbitrarily valued the tie in place—where no numbers are 
stated—at the low price of fifty cents per tie, so as to approximate 
the number relaid. 

Third :—(“Renewals and repairs of bridges, etc.”) Here 
again many roads still follow the old custom of capitalizing the dif- 
ference in cost of the old wooden bridge replaced and the new iron 
bridge, but if the company’s financial resources permit, the stock- 
holder will certainly feel much more assured of the value of his in- 
vestment if the total cost of new bridges be charged against reve- 
nue, always allowing, of course, as in the case of new rails, for 
anything which the old structures will bring. 

Now, having in a general way grouped the prominent character- 
istics of the charges which are included in “Maintenance of Way 
and Structures,” let us proceed to their application in individual 
cases and in order that the reader may be thoroughly familiar with 
the usages of such expenditures, as employed by the prominent 
railroad systems, a comparative statement—or rather a statement 
made as comparative as the figures furnished by these companies 
will allow—is appended; and but a glance will reveal the diver- 
gence of cost which is considered requisite to provide for the main- 
tenance of this department. For instance, the Baltimore & Ohio, 
with a mileage of 4026, expended $7,852,635.95 (or $1,950 per 
mile), whereas the Atlantic Coast Line, with a mileage of 4,307, 
charged $3,147,649.81 (or $730 per mile), and yet it is by no 
means just to immediately come to the hasty conclusion that the 
former road is charging an undue proportion of its earnings, or 
that the latter is failing to assume its appropriate proportion of ex- 
penses. 

The character of the road with its varying grades, curvatures, 
density and class of traffic must so enter into our consideration 
that we quickly learn to abandon any comparison between like and 
unlike, but seek rather to compare those roads which operate in 
somewhat contiguous localities, and handle somewhat of an anal- 
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ogous class of business, and even in those cases with fear and 
trembling, and some knowledge of existing conditions, for it 
would certainly be unfair to state that because the Louisville & 
Nashville spent $1,490 and the Southern but $897 per mile—al- 
though both serve to some extent the same territories, and carry 
the same kind of freight—the latter is allowing its track to fall be- 
low the proper physical requirements ; for if we look a little closer 
into the last annual report, it will be seen that the Louisville & 
Nashville spent $1,574,428.16 in bona fide improvements or at the 
rate of $411 per mile, and instead of capitalizing this sum, charged 
it directly against revenue. 

Therefore, while the comparison between different roads is in- 
teresting, and between those operated under somewhat similar 
conditions certainly suggestive, yet the only comparison of much 
value to the stockholder is that which gives him comparative fig- 
ures, over a period of years, of the one property. He 
can tell then whether the management is falling behind in the con- 
servative maintenance of the road, or on the other hand putting 
back into actual betterments any and what portion of revenue; for 
if it had not been the policy of railroads not only to maintain their 
physical efficiency but to materially better their carrying powers, 
by increased weight of rails, bridges and equipment, it would 
never have been possible to offset the steady decline in freight 
rates, except by such economies in operation. For example, the 
average rate per ton per mile received for freight by the Chicago, 
Milwaukee & St. Paul was in 1876 2.04 cents, and in 1905 but 
.o881 cent ; therefore it is essential that there be an ever increasing 
betterment of efficiency—both the traveling public and the trade 
conditions demand it—so for the specific purpose of meeting these 
requirements it is almost compulsory for the railroad companies to 
apply a liberal amount of their earnings for such purposes rather 
than to even approximately distribute them. Certainly the policy 
of allowing track and equipment to fall behind in lean years, rely- 
ing upon a series of good years in which to build up the lost effici- 
ency, is one deserving of severe criticism. 

The following is a comparative statement of the cost of “mainte- 
nance of way and structures” of fifteen of the largest systems as 
taken from their last annual reports, in which mileage and cost per 
mile is given. 
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The Cost of American Railroads Compared With 
Their Capitalization. 
By Epwarp SHERWoop MeEape, Ph. D. 


Mr. William D. Marks, a Philadelphia engineer, recently ad- 
dressed a letter to Mr. Wharton Barker, of that city, in which he 
maintained that the cost of railway construction was very much 
below the average capitalization of these companies. His letter 
dealt specifically and in detail with Massachusetts railroads. Mr. 
Marks found that the average book cost of the Massachusetts rail- 
road was $38,600 per mile of single track, while their cash cost was 
only $25,200, an apparent inflation amounting to $13,400. He did 
not content himself with general statements but presented a detailed 
estimate of the cost of railway construction per mile of line under 
the conditions obtaining in Massachusetts, which was as follows: 


Preliminary legal papers and right of way 
Civil engineering construction to top of rail 
Minor stations, machine shops and houses 
Equipment of locomotive and cars 
Extraordinary expenditures 


Mr. Marks stated that there might be conditions under which this 
cost would be considerably exceeded, and he made no allowance 
for the cost of terminal property in large cities. He contends, 
however, that for the average railroad of Massachusetts his esti- 
mate is conservative. 

This letter was sent by Mr. Barker to Senator Tillman and was 
made by him the text of an attack upon the railroads, on the 
ground that their revenues, collected from the traveling and ship- 
ping public, represented a return on an enormous amount of water 
in their capitalization, an amount which Mr. Barker estimates at 
seven billion dollars, or slightly more than half the total capitaliza- 
tion of the railroads of the United States. e 

This estimate of the cost of railway construction has attracted 
general attention because of its evident bearing upon the justice of 
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existing rate schedules. If American railroads are so grossly over- 
capitalized as this estimate would indicate, the pressure of public 
opinion will eventually force a considerable scaling down of freight 
rates. If, on the other hand, as has been generally believed, the 
capitalization of railroads does not greatly exceed the sums de- 
rived from the sale of the securities, a drastic revision of rate 
schedules must be justified on the grounds. 

In 1901 Mr. Francis S. How, C. P. A., who is well known to 
the readers of THE JOURNAL OF ACCOUNTANCY, and who had been 
previously engaged in railway construction in the southwest, pre- 
pared an estimate of the cost of railway construction which goes 
into much greater detail than that submitted by Mr. Marks. For 
1901, Mr. How gives the construction per mile of line as follows: 


I  . te a cus ox Suen e aekeearanlmals, uu battens $3, 
Spikes 

Angle plates 

Bolts, nuts, washers and braces 


Total for rails, fastenings, etc 
Ties 
Track laying, including construction train 
Ballast, 3,000 cu. yards 


$7,071.50 


Accepting Mr. Marks’ estimates of the cost of right of way, minor 
stations, and equipment of locomotive and cars and extraordinary 
expenditures as correct, and taking Mr. How’s figures of the cost 
of track material and track laying, we have a total cost of $21,271 
per mile. It would, therefore, seem that when checked by refer- 
ence to Mr. How’s estimate, the figures presented by Mr. Marks 
are conservative, and an estimate of $30,000 per mile for total cost 
of railway construction, under the conditions taken by Mr. Marks 
as the basis of his estimate would make ample allowance for all ex- 
ceptional construction expenditures. 

We should not, however, be hasty in drawing the conclusion 
from these estimates of the cost of railway construction, that 
American railroad capitalization is grossly inflated, and that rail- 
way rates are on this account exorbitant. To begin with, the cap- 
italization of many American railroads does not greatly exceed 
$30,000 per mile. The capitalization of the Chicago, Milwaukee 
and St. Paul in 1905, for example, was $33,249 per mile; of the 
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Chicago, Burlington and Quincy $31,715; of the Chicago and 
North Western $31,580; and of the Great Northern $40,673; and 
of the Canadian Pacific $33,110. These figures are far below the 
average capitalization of all the railroads of the United States, 
which is estimated by the Interstate Commerce Commission at 
$64,265 per mile, and yet they are typical examples of western rail- 
road construction. 

These figures are, however, exceptional. Most American rail- 
road companies are more heavily capitalized. For example, the 
total capitalization of the Pennsylvania Railroad is $110,039 per 
mile ; of the New York Central $95,280; of the Erie $175,288; of 
the Baltimore and Ohio $108,185; and of the Reading $312,384. 
The list of companies with capitalization in excess of $60,000 per 
mile could be indefinitely prolonged. The examples selected are, 
however, typical of the conditions generally prevailing. 

These figures in the case of several of the companies mentioned, 
demand explanation. Both the Pennsylvania Railroad Company 
and the New York Central are large owners of securities. De- 
ducting the holding of securities of these companies, their net mile- 
age capitalization which should be compared with their construc- 
tion costs are as follows: 

Security Net capitali- 


Holdings. zation. 
Per Mile. Per Mile. 


Pennsylvania Railroad .................... $50,413 $50,626 
New York Central 59,413 


These revised figures are still excessive when compared with a 
standard of $30,000 per mile. They should, however, be sub- 
jected to additional scrutiny. The estimate which we are con- 
sidering relates to single track mileage, and makes no allowance 
for additional tracks or sidings. All of these companies have a 
large amount of extra track mileage and a large mileage of sid- 
ings and passing tracks. Taking the Pennsylvania as the best 
type, we find its mileage to be as follows: 


NEE ee ao ree Pry ABE: Nenge 3,679.6 miles 
Second track 1,128.3 miles 
Third track 456.9 miles 
Fourth track 374.1 miles 
Sidings 2,917.7 miles 


This is a total mileage of extra and siding tracks of 4,877 miles 
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as compared with first track of 3,679 miles. Furthermore, the 
equipment owned by the Pennsylvania Railroad, taking it at its 
ledger value, amounts’ to $13,400 per mile. When we allow for the 
extraordinarily expensive construction throughout all parts of this 
system, the enormous cost of its terminals, $9,000,000 having been 
paid for New York real estate alone, we may conclude that the to- 
tal cost of construction of the Pennsylvania Railroad properties 
exceeds $60,000 per mile—at least double the estimate with which 
we started. Similar corrections must be made in other capital fig- 
ures. Thus the capitalization of the Reading includes the cost of 
Over 100,000 acres of anthracite coal, besides an enormous amount 
of sidings and some costly terminal property. A large part of the 
Baltimore and Ohio lines have also been double tracked and the 
high cost of the New York Central’s construction is well known. 
The Erie, it istrue, is grossly overcapitalized. Even after all reason- 
able allowance and deduction has been made this fact is glaringly 
apparent. The same may be said of the Southern Pacific, the 
Southern Railway, the Rock Island, the Missouri, Kansas and 
Texas, and the Seaboard Air Line. With few exceptions, however, 
when properly interpreted, the figures of American railway con- 
struction do not indicate the condition of inflation which is alleged 
to exist. 

That there is some inflation, however, in the capitalization of even 
the most carefully and honestly built railroads, some excess over 
original cost will be generally admitted. It is unreasonable to sup- 
pose that even such a company as the Great Northern receives a 
dollar of value for every dollar which it expends. It is, moreover, 
often necessary in the case of original construction to sell bonds at 
a discount, and to pay interest out of contributed funds for several 
years before the property becomes productive. The Western Pa- 
cific Railroad Company, for example, will probably not receive, 
after the deduction of underwriting commissions and interest, 
more than $40,000,000 in cash from the sale of $50,000,000 of 4 
per cent bonds. The sale of bonds at a discount is necessary, what- 
ever may be thought of the propriety of a bonus of stock as an aid 
to their mastication and digestion. Conservatively managed com- 
panies also make mistakes in the outlay of capital funds, and 
these sometimes rise to the dignity of grievous blunders. The 
purchase of its coal lands by the Reading at high prices and with 
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7% bonds sold at a heavy discount, is familiar, and the subscrip- 
tion by the Pennsylvania to the stock of certain companies west of 
Pittsburg was not entirely justified by the result. Again, reor- 
ganization almost invariably results in overcapitalization. Junior 
bondholders must make sacrifices if the reorganization plan is to 
succeed, and they must be placated by large offers of preferred 
and common stock in exchange for their bonds. Similar instances 
of overcapitalization could be indefinitely multiplied. Human 
judgment, even in the seats of the mighty, is fallible and prone to 
error. Some of its worst mistakes are registered in the capital 
accounts of corporations. If the question turns on the exact or 
even approximate correspondence of the par value of stock and 
bonds, with the amount of money which was effectively spent out 
of capital contributions upon American railroad property, the 
answer must be that, with few exceptions, American railroads are 
overcapitalized. 

But if the conditions of overcapitalization be conceded, how can 
we reconcile its existence with the evident excess of cost over cap- 
ital? The property of the Pennsylvania Railroad Company could 
not be duplicated for its capital, indeed, its engineers claim that 
double the amount represented by the face value of its net capital 
liabilities, would not suffice; nor could the New York Central be 
built and equipped for $59,413 per mile. The cost of duplicating 
the average American railroad property, would be far greater than 
the capitalization of the company which owns this property. How 
can this discrepancy be reconciled ?—by the practice now every- 
where prevailing of spending large sums out of earnings in the im- 
provement of the property, most of which expenditures are never 
capitalized, and which yet increase the cost and value of the prop- 
erty. The general method followed by such companies as the 
Pennsylvania, is to defray the cost of all construction whose prof- 
itableness is not mainly and immediately apparent, such as track 
elevation for example, out of earnings, using the proceeds of stock 
or bond sales only for construction which is reasonably certain to 
yield a good return on the investment. For many years conspi- 
cuous as the leading exponent of this policy, the conservative 
methods of income distribution followed by the Pennsylvania have 
now been generally adopted by all railroad companies. Indeed, it 
is exceptional, and a sign of weakness, when a railroad does not 
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show a considerable surplus invested in the property. The IIli- 
nois Central Railroad, for example, during the last year is esti- 
mated to have invested in additions and betterments $1,175,000, 
which was charged to operating expenses, and the Union Pacific 
$2,952,000. This is in addition to the very large sums which are 
each year deducted from earnings and openly spent upon improve- 
ment of the property. On the Pennsylvania Railroad, during 1904, 
this extraordinary expenditure amounted to $1,700 per mile, and 
when it is considered that the practice of investing earnings in 
improvements, of concealing them in maintenance charges, has 
been general throughout the United States, it appears that a large 
amount of the capitalization is offset by these uncapitalized appro- 
priations out of income. 

These large betterment expenditures have been triumphantly 
cited by railroad apologists as conclusive evidence that whatever 
overcapitalization formerly existed, however large was the quan- 
tity of “water” in the capital accounts of American railroads, it has 
long since been “absorbed” by these uncapitalized expenditures 
upon betterments. This argument, while conclusive from the in- 
vestor’s standpoint, is fallacious from the standpoint of the public 
interest. The question which now agitates the country concerns 
the legitimacy of railway rates. Does the income which they yield 
represent a disproportionate return on the capital contributed by 
the owners and creditors of the railroads? Obviously the railroads 
cannot justify their rates by showing that a part of the proceeds 
of these rates has been spent in reducing the deficit in their assets 
account. The elimination of “water” from railway capital deeply 
concerns the investor, but it is no concern of the public. 

We come then finally back to the question, is the capitalization of 
American railroads so out of proportion to the cost of construction 
as to warrant the conclusion that railway rates and railway income 
are too high? This conclusion cannot in my judgment be sustained. 
While some degree of overcapitalization can be found in every 
company, and in spite of the existence of a few monstrosities of li- 
ability such as Rock Island and Erie, yet a broad view of the situ- 
ation should convince us that no such general condition of railway 
capital inflation exists as should call for a wholesale revision of 
rates. Mistakes have been made and these have been capitalized. 
Securities have been sold at heavy discount or given as bonuses 
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to bankers and investors. Properties have been built or purchased 
at excessive prices, yet notwithstanding these admitted facts, the 
margin between original railway cost and railway capitalization, 
in the United States, is not so great as to demand drastic measures 
for the reduction of railway income. Railway income, considered 
in relation to the investment in railway property, may be excessive. 
With that we have no present concern. It is, however, important 
to observe that railway investment has not been greatly over- 
shadowed by railway capitalization. 





Advantages of an Independent Railway 
Audit to the Investor. 
By F. A. CLEVELAND, Pu.D. 


Railroad investors are of two kinds, viz-: Stockholders and 
bondholders. A stockholder is a co-proprietor of a corporation. 
His proprietorship is obtained through the purchase of shares. 
The corporation, however, is a peculiar kind of property. It is 
a person—a legal person—which itself cwns property. As a per- 
son, however, created by law, it cannot act for itself; neither 
can the stockholders act for it. As its proprietors, they may not 
transact any of its business. The corporaticn can act in one way 
only, namely, through directors or other representatives selected by 
the stockholders who must serve in the capacity of trustees, ex- 
ercising delegated powers. Neither may the directors actively 
participate in the business of the ccmpany; their powers are 
specifically defined in such manner that they may exercise finan- 
cial control and determine the policy of the institution; but for 
the execution of this policy and the transaction of the ordinary 
business of the company they must appcint officers. The officers 
so chosen serve in a trust capacity, and exercise delegated powers 
only. These officers are charged with the operation of the road, 
and through them is had what is known as operative ccntrol. 

In this peculiar position the stockholder finds himself: Al- 
though the proprietor of the corporation, he is cnce removed 
from the general control over its policy and finances; he is 
twice removed from the active business fcr which the company 
was organized and capitalized. His proprietary control, therefore, 
must be exercised through his power to select and to mark out 
the powers of directcrs who, in turn, choose officers and operative 
agents. Unless, then, the stockholder may have exact knowledge 
as to the operative results obtained by the officer and as to the 
financial and corporate policy determined by the directcrs, he is 
in no position intelligently to exercise proprietary control, The 
benefits to be derived by the stockholder from an independent 
audit must gc to this end. 
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The bondholder, on the other hand, is not a proprietor of the 
corporation; he is its creditor. The bondholder has lIcaned 
money to the company which is owned by the shareholders. 
The bondholder is in a situation similar tc that of the shareholder 
in that he has contributed toward the capital of the enterprise. 
The shareholder has contributed capital in exchange for a share 
in the ownership of this peculiar corporate perscn; the bond- 
holder has exchanged his capital for a bond, an unconditional 
right to demand payment of a definite sum of money from the 
corporation. The bondholder’s claim must be met by the cor- 
poration or, through processes of legal attachment, execution 
or bankruptcy. 

The bondholder usually stands in another relation to the ccrpor- 
ation, that of holding a conditional title to the property of the 
corporaticn under what is known as a mortgage. As security 
for payment of money, certain properties of the corporation have 
been assigned to the bondholder or to a trustee fcr the joint bene- 
fit of the bondholder and the corporation. Any right of proprie- 
tary control possessed by the bondholder comes through his 
claim or lien upon the property of the corporation; to this ex- 
tent, he may exercise rights of ownership. 

With these two species of contrcl in mind, one proprietary 
through share ownership in the corporation, the other proprietary 
through a credit claim against its assets, and a conditional owner- 
ship of its properties, let us consider the advantages of an inde- 
pendent audit to the investor. These advantages are, 1—the 
protection of properties from deterioration, 2—the protection 
of the corporation from the peculations of its officials, and 3— 
the enabling of the proprietors to discharge their duties to their 
subordinates. 

Both owner and creditor should know that the capital and equip- 
ment of the road is being protected against impairment. To, 
this end there should be a separate statement of those accounts, 
representing capital assets and liabilities as distinct from the 
current assets and liabilities. In other words, the investor would 
know not only how much capital has been invested in the en- 
terprise and what proportion of this has been invested by each class 
of stockholder and bondholder, but he would also know how 
this capital has been invested and in what manner it is to be 
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accounted for. In very few of the railrcad reports is any attempt 
made to ascertain these relations. In fact, the property accounts 
of American railroads are so kept that an investor may not know 
whether the capital cf the company is being protected—whether 
it is being increased or allowed to suffer depreciation. And the 
probability is that no such a classification and report will be made 
till it is demanded by investors. 

Neither is there any effort made through appraisement and 
inspection to get at an acccunting basis for the determination 
of depreciation and for setting up out of income a reserve suffi- 
cient to protect the proprietary interests of the investor. Viewing 
the railrcad as a going concern, any attempt to so classify the 
assets as to protect the interests of the investor must recognize a 
distinction between capital resources and those which are com- 
monly regarded as current. The capital assets are those properties 
or belongings which are procured through capital expenditure 
and which are permanently or continuously needed in the business, 
such as the right of way of the road-bed, rolling stock and 
equipment, buildings, machine shops, terminal properties, etc., 
etc. The purpose of procuring these properties is not that they 
may be sold at a profit, nor converted into cash as a means of 
meeting expenses or paying current liabilities. They are acquired 
for the purposes of using them in the business. Together they 
make up the working plant or business mechanism by means of 
which the corporation is to obtain the income. 

It is only by a proper classification of these capital resources 
that any conclusion may be reached as tc whether or not they 
have been properly protected and maintained against imipairment.- 
When a property value is arbitrarily set up on the books and 
repairs and renewals become subject entirely to the arbitrary 
disposition of the cperator or, for that matter, of the Board 
itself, there can be no means within the reach of the stockholder 
or bondholder of ascertaining whether or not the capital cf the 
company is being wasted and his proprietary interest is becoming 
impaired. The value of capital assets of a railroad as such, (i. e., 
as a going ccncern) must have reference to maintenance and 
not to salability or financial conversion into cash. The original 
capital charges or entries in property accounts are to be deter- 
nined by the initial capital outlay. Assuming that the outlay is 
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conservatively made and fairly represented in the accounts, then 
each statement of value of the properties and other capital assets , 
of the road so long as it remains a going concern should refer 
to current provisions for repairs, renewals, depreciation or loss 
tc properties and equipment. 

The basis for judgment as to the value of capital resources; 
is cost of replacement. Conservative judgment, therefore, must) 
be based on accumulated experience of the business as tc what 
repairs, replacements, or what reserves to cover depreciation 
and loss, should be set up to protect the integrity of the capital 
invested and tc forestall its distribution in dividends when there 
are no prcfits to be divided. Experience requires that, after mak- 
ing good all losses on account of fire, flood or other accident or 
casualty, a proper estimate be made of wear and tear of each class 
of physical assets. To this end the assets should be classified 
according to their wearing and tearing qualities. It may be 
found that the average life of a steel rail in service of a particular 
road is ten years, after which time when submitted to the custom- 
ary uSe, it must be laid aside. That is, the depreciation is to 
be measure by the difference between the cost of new rails and 
the worth of scrap, this difference being apporticned over the time 
that the rail will last. Pine ties may be found to last only five 
years. As a matter of accounting protection, a corresponding 
depreciation reserve should be created, against which may be 
charged repairs and replacements. Weooden buildings and out 
structures may be found to serve the purposes of the enterprise 
for twenty years, while brick and stone buildings would last 
fifty years. Basing calculation on experience, and this is the only 
basis for estimate of wear and decay, taking into account also 
the increasing business of the road, the bondholder and the 
stockholder should be recognized as having an interest demand- 
ing an accounting which will preserve his investment and protect 
him as the prcprietor, the one being the proprietor of the corpor- 
ation, and the other the proprietor of its properties. 

As a means to this end, any estimated valuation based on} 
tables of depreciaticn and account of repairs and replacements | 
should find a corrective in experience through inspection and} 
appraisement by a technical expert. A few of the railroads 
are coming to appreciate this necessity. After years of defective 
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accounting for capital resources through change of management 
or from other cause, the operative head for his own information 
has found it necessary, or the Beard as a means of determining 
future financial policy for their own convenience have undertaken, 
to readjust the property accounts and have spread on the books a 
true valuation based cn cost of replacement. But even in cases 
where this is done, seldom has there been any attempt to adopt 
a system of accounting which will keep these property accounts 
in adjustment, and furnish a basis for reporting to the stockhclder 
and the bondholder the exact condition of the estate. 


PROTECTION AGAINST SPECULATIONS OF TRUSTEES. 


The financial history of railroads is full of abuses and misuses 
of powers placed in the hands of official corporate trustees. 
Systems of inspection and accounting control are installed for 
the purpose of checking up the officers and the various subordi- 
nates to whom are entrusted the current affairs of the company. 
These systems cf control, however, seldom reach to the board— 
to those who are placed in a trust relation with respect to the 
general finances of the company. The records of malfeasance 
and corporate miscarriage with which the history of railroading 
is filled, is but a natural result—for which the officers and corpor- 
ate agents are not more responsible than are the stockholders and 
bondholders who have placed in the hands of officers a system 
through which every temptation is offered for dishcnesty with- 
out creating for themselyes a means of detection of dishonesty 
or a method of proprietary control. A common abuse of trustee- 
ship is found in the use of the securities of the company for the 
personal benefit of those members into whose keeping these 
funds and securities are placed. This use may not amount to 
a misappropriation; there may be a complete accounting, but the 
opportunities for private gain are so numerous through lending 
the cash, credit or securities of the institution, through washed 
sales and market manipulations, through availing themselves 
of inside information as a means of private gain, through trans- 
actions carried on with the funds of the company and without 
the use of their own capital, that stockhclders who find their 
institution hampered or wrecked by manipulations of this kind, 
can have none others to blame than themselves. 
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THE HIDDEN SURPLUS. 


Not only are methods of accounting defective as a means of 
giving information to the investor with respect to the protection 
of properties and other capital assets against impairment, but 
in not a few corporations the records are so kept by the officers 
in charge that they are intended to deceive the investor and to 
keep from his view large surpluses of earnings which, for one 
reason or other, they do not care to report. These secret surpluses 
may be carried in the form of additions to property or betterments 
which have been charged in the accounts as expenses; they may 
be found in payments for rails and other construction materials 
before these have been delivered—such materials not having 
been set up in the accounts and, therefore, not carried as an asset; 
stock or bends of a controlled enterprise may be purchased and 
carried at a nominal value far below their cost; the same treat- 
ment may be given to real estate and other investments; pro- 
perties which have been purchased at a low price, such as mines 
and timber lands, a part of which have been sold so that the 
cost may have entirely disappeared; or these may be carried on 
the books at a nominal figure while in fact they are an available 
asset from which may be realized millions of dollars without any 
change appearing in the property accounts on the books. The 
earnings of controlled corporations may be large, and the actual 
surplus very considerably increased without this being shown 
in the subsidiary or principal acccunts, and without appearing 
as increased valuation of the stock or surplus of the controlling 
company. 

Another method of burying a surplus is to pay or sink car 
trust and other equipment obligations, charging off the payment 
as an expense even when such payments are largely in excess of 
the depreciation of the equipment or property purchased. Not 
wishing to have it appear that a subsidiary company is accum- 
ulating a large surplus, the profits of the year may be written 
down in the forms of extraordinarv reserves for maintenance, 
equipment and depreciaticn. There may also be disproportion- 
ate reserves set up to cover losses or for the purpose of the com- 
pany carrying its own insurance against fire, wind and flood. 
If the corporation be the owner of mines, a disproportionate 
amount may be charged each year against the waste of the 
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property. In fact, there is not an expense account or a deduction 
from income in which a surplus reserve may not be hidden, and 
the investor kept in ignorance of the fact, unless he may have an 
independent audit. 


UNREPORTED DEFICITS. 


The reverse of this practice may obtain in enterprises which 
may have no true surplus but which are running at a loss. Not 
only may not the necessary provisions be made for repair and 
replacement to protect the property against depreciation; not 
only may there be no reserve created for this purpose where 
adequate repairs and replacements have not been made, but the 
1unning expenses of the corporation may alsc be charged up as 
construction or otherwise entered into the capital accounts, thus 
making it appear that the road was doing a prosperous business 
when, as a matter of fact, it was constantly wasting its resources. 
In a statement for the year, there may be an improper statement 
of liabilities. The accounting department may have failed to 
accrue interest, or to enter into the accounts coupons due and 
not paid; current bills of account may be delayed for several 
weeks or, for that matter, several months in order to make a 
better showing for the period. 

The results of such methods of accounting and of reporting are 
obvious. The proprietors of the corporation and bondholders 
having a proprietary interest in its properties can have no basis by 
means of which the value of their rights and claims may be esti- 
mated. If the directors and officers of the company are permitted 
to publish reports in which are hidden surpluses, then the stock- 
holder, not being a party to this information, may be induced to 
part with his ownership at a rate far below its value. If, through 
various devices employed to disguise the amount of the current 
surplus, the net earnings or the net income of the enterprise are 
made to appear low, then those who hold common stock in a com- 
pany where preferred stock is outstanding may suffer by the with- 
holding of current income. So, too, in companies having issues of 
stock and bonds outstanding every class of stockholder may dis- 
count the value of his proprietorhip. This scaling down process 
on the part of those in control may be carried to the extent of de- 
preciating the bonds themselves, making their security appear in- 
adequate or even threatening their income. Expecially does this 
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kind of manipulation militate against an income bondholder. On 
the other hand, a hidden deficit enables those on the inside to take 
out large revenues in the form of unearned dividends, and finally 
to unload their holdings at prices warranted only by prosperity 
when the enterprise is on the verge of ruin, causing recent pur- 
chasers, not only to lose the income on their capital, but also to 
suffer an impairment of their principal. 

Such extreme consequences are, however, unusual. The more 
usual effect is, by means of false accounts and false reports with 
respect to earnings, income, resources and liabilities to enable in- 
siders to manipulate the market, tc purchase and sell at their own 
profit, leaving those who have been on the other side—the pros- 
pective or actual proprietors who were in a less favorable position 
to estimate the future movement of securities—to pay margins to 
brokers, or otherwise suffer loss on the transaction. These vic- 
tims are usually the unprofessional trader—the man who does not 
pose in the capacity of an investcr but who takes an occasional 
“flyer.” It is possible that this practice may be justified on the 
ground that the fool would lose his money anyway and it might as 
well go to those who have the art to take care cf it. However this 
may be, it is certain that the investment interests of the country 
should take a decisive stand with respect to the character of cor- 
porate reports made, and the authentication to be given to the 
statements of those in control. 


DUTIES OF A PROPRIETOR TOWARD THOSE IN HIS SERVICE. 


The attitude of stockholders and bondholders toward this ques- 
tion has been a mistaken attitude. When a proprietor, through a 
process of incorporation, has lost personal contact with an enter- 
prise, his duties as proprietor do not cease. He should at least 
hold his servants tc an honest account. Of one thing a proprietor 
may always be assured. If he becomes careless of his own obliga- 
tions to those. rendering honorable services he may not expect 
those under him to apply the golden rule. When in touch with his 
men—when the proprietor occupies the position both of owner 
and manager—an appreciation of proprietary responsibility is not 
wanting. When this personal contact is lost, a stockholder who 
fails to provide a system which will give credit for integrity, can- 
not complain if he finds that his own interests have been sacrificed 
on the altar of graft. 
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The same is true of operative results to be obtained. If the pro- 
prietor expects his employees to enter into the spirit and purpose 
of the enterprise, as this purpose may be defined by himself, if he 
expects intelligent co-operation, he must provide a system of in- 
spection and account which will give credit to whom credit is due. 
Institutional success and integrity depend on the allocation of 
items reflecting personal ability and personal responsibility. With 
personal contact lacking on the part of the stockholding or bond- 
holding proprietor—without an opportunity to use his own trained 
senses as inspector, and his cwn money and reasoning powers for 
recording and classifying results, and, finally without a system 
whereby proprietary control may be had—working efficiency may 
not be expected. If proprietorship itself is not ultimately lost the 
stockholders and bondholders are unworthy of the success at- 
tained. 

The powers of those in superior official position over subordi- 
nates, (but who are plotting to divert the rescurces of a company 
to their own profit) make necessary the location of responsibility 
for infidelity and inefficiency. The subordinate employee of a 
corporation owes his place and his income to his superior. He 
may retain it so long only as he complies with his wishes and re- 
tains his favor. To illustrate the use made of this power when ad- 
equate proprietary control was not present: The auditor of a 
railroad who was endeavoring to -Jefraud ‘he company was the 
one who employed the bookkeeper. Working under him the book- 
keeper knew that matters were going wrong, but fearing discharge 
said nothing. He was sent by the auditor to a station to count 
the cash, to take the amount on hand and bring it personally to the 
general office, giving the agent a receipt. On his return the money 
(about $2,500) was turned over to the auditor, the auditor, how- 
ever, not giving a receipt to the bookkeeper. Credit was given to 
the agent on the books. But several months later the auditor went 
to the bockkeeper and told him that the cash was out the amount 
of the collection. But said the bookkeeper, “I turned the money 
over to you.” Then said the auditor, “Where is your receipt? 
Suppose that you should go to the president and say that the 
money was turned over to me, and the agent produced your 
receipt with no record to show that the money had been turned 
in, whom would the president believe? You would not 
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only be discharged but disgraced.” Pursuing his advantage 
the auditor, having some immediate need for the money to 
make good a speculative loss, insisted on the bookkeeper’s obtain- 
ing $2,500 to turn in to the company. Stultifying himself, to 
prevent being publicly accused of a crime of which he was inno- 
cent, he made a false confession to a relative who, to save the fam- 
ily, paid over the money tc the auditor. The auditor proceeded to 
put this amount also in his pocket instead of making good thc 
shortage, forcing a balance on the books to cover the difference. 

This story is told to illustrate the pressure that a grafting su- 
perior may bring on a subordinate when the subordinatz2 is not 
protected by the proprietor. Another is also in point: The trav- 
eling auditors of a certain road were found to be systematically 
holding up the agents for farm products. These agents had their 
gardens and small farms and, being without protection frora 
above, they were levied on for poultry, vegetables and dairy pro- 
ducts needed by the auditors, the company transporting them free 
of cost. As compensation, the produce shipped to others was also 
carried by the company free of charge to the agents ; thus the com- 
pany was loser both ways. A proprietor who has no adequate sys- 
tem for detecting such frauds, and who makes no provision for 
giving credit for honor and intelligence deserves to be robbed. 
It is not alone by having the company audito: and company in- 
spector audited and inspected by those who have an independent 
professional reputation to protect, but also in giving to corporate 
representatives and officers the benefit of professional advice in 
matters pertaining to operative and financial as well as proprietary 
control that large corporate investments may find a protection with- 
out which they may be as unsafe as a d2posit in a vault the door 
to which is left open. By permitting the corporate official and 
employee to render his own account unchecked and unaudited a 
constant temptation is held out to fraudulent diversion and misap- 
propriation. It is in recognition of the duty and responsibility of 
stockholding proprietors to their trustees, to themselves, and to 
the public that the English “Companies Acts” require the stock- 
holders at each annual meeting to appcint an independent auditor 
who, being above the board as well as independent of the officers, 
may have access to any and all records and accounts of the com- 
pany and report directly to the stockhclders, being held both 
civilly and criminally responsible for the truth or falsity of every 
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The Effect of Passenger Traffic Upon 
Freight Earnings. 


By THomas Conway, JR. 


The railroads of the United States were built for the double 
purpose of securing the movement of freight and the transporta- 
tion of passengers. With the exception of a few lines constructed 
in the New England States and certain limited areas in New 
York and Pennsylvania, the railroads were built into new and 
undeveloped country. They were the first evidence of the en- 
croachment of civilization upon the plains and prairies which 
had been given up to the buffalo and savage. The traffic which 
was to sustain these lines was not yet in existence ; whatever busi- 
ness was to be secured had to be, to a very large extent, created 
by the new means of communication. The freight business was 
confined in the first years almost entirely to the outward move- 
ment of such commodities and machinery as the new community 
would demand in beginning the work of production. As a result, 
the passenger business, arising out of the transportation of the 
settlers to the new country was, because of the fact that it com- 
prised the major part of the traffic and because of the relatively 
high rates which could be charged, a most important factor in 
the business of the common carrier during this period. 

With the development of the country, however, and the im- 
provement and cultivation of the soil of the new locality, the char- 
acter of the business of the railway lines experienced a remarkable 
change. The freight business steadily increased. The thousands 
of settlers whose transportation into the new country had ab- 
sorbed the energies and furnished the income in the first decade 
or so were turning the tide of traffic in the opposite direction. 
The emigrant train gave place in importance to the procession of 
cars loaded with wheat, grain, live stock and other agricultural 
‘products. 


396 





The Effect of Passenger Traffic Upon Freight Earnings. 


It is not to be inferred that the passenger traffic or earnings 
absolutely decreased ; instead in the case of practically every rail- 
road this branch of the business enjoyed a healthy growth. The 
freight bsiness, however, in a short time so overshadowed the 
passenger traffic both from the point of view of volume and earn- 
ings that the percentage which the passenger business bore to 
the total decreased with astonishing rapidity. The adjustment 
had gone so far that by 1868, by which date we get accurate de- 
tailed statistics, these two classes of business had assumed prac- 
tically the same relation to each other that exists at the present 
time. One of the most striking illustrations of the rapidity with 
which this transformation was accomplished is furnished by the 
Pennsylvania Railroad. A comparison of the statistics for the 
first decade succeeding 1852 (the date on which the line was 
opened) will be of interest. 





First-Class Emigrant Express and 


Passengers 


Passengers 


Mails 


Freight 





$ 987,328 
1,037,671 
1,153,388 
1,138,290 


$ 93,511 
97,236 
121,897 
104,337 


$ 77,939 
110,889 
112,678 
120,884 


780,892 
1,498,361 
2,020,733 
2,805,305 


3,244,291 
3,376,516 
3,536,206 
3,656,111 
4,191,783 
5,398,025 
7,668,419 


1,112,396 
1,170,081 
1,298,142 
1,420,912 
1,453,992 
*1 406,018 
*1 684,433 


126,154 
127,507 
149,609 
149,603 
149,624 
149,518 
149,893 

















* Exclusive of receipts from carrying troops. 


Out of the total earnings, exclusive of rentals, in 1852 of 
$1,939,670, $1,158,778, or 59 per cent. came directly or indirectly 
from the passenger business. While ten years later out of total 
earnings of $9,549,503 only $1,881,284, or 19 per cent. was con- 
tributed by the passenger service. In other words the receipts of 
the Pennsylvania Railroad in the first decade of its operating 
history from freight business increased 882%, while the income 
arising from the passenger, mail and express business increased 
only 62%. 

It would naturally be supposed that the passenger earnings 
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would continue to lose ground as compared with the other chief 
source of income. The explanation of why the relative import- 
ance of the passenger business did not continue to decrease after 
1868 is to be found in the expansion which this class of business 
received through the development of the suburban traffic. 

Up until this time this short distance business had practically 
not existed. The cities were small and compact. The business 
man rarely, if ever, ventured to live further away from his 
office than a point covered by the street railway. The rapid 
growth in the size of the cities, the increase of noise, smoke, dust 
and confusion and the growth in the valuation of land and the 
scale of rents forced a large portion of the community to seek 
a more congenial residence district. The opportunity thus pre- 
sented was eagerly seized by the railroads. Millions of dollars 
were spent on terminals in the hearts of the cities, and in beautify- 
ing the line and improving the stations. The suburban traffic be- 
came each year a more important factor in the railroad business 
and in the case of the eastern trunk lines operating in a densely 
populated country, soon completely overshadowed the long dis- 
tance business. Unfortunately the statistics showing what pro- 
portion of the passenger earnings of our railroads are derived 
from the suburban business are most meagre. The only data 
which shed any light upon the question at all are those covering 
the average distance traveled by each passenger. In 1904, ac- 
cording to the report of the Interstate Commerce Commission, 
the average passenger was carried 28.58 miles. The report of 
the. New York Central for the same period showed that 
distance to be 35 miles. On the New York, New Haven and 
Hartford, for the year ending June 30, 1903, the average was 
17.49 miles, while on the Pennsylvania Railroad in the same 
period the average was 22.88. These figures clearly indicate 
that the long distance work of our railroads forms, compara- 
tively speaking, a very insignificant item in their business. The 
passenger earnings arise chiefly from the short distance riders, 
whether they be going to or from the country seat or metropolis 
of some agricultural community, or whether it be the daily trips 
of the commuters to the large city. The suburban business is 
confined to the relatively small section of the railroad system in 
the immediate neighborhood of the large cities upon the line. 
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It is only necessary, therefore, for the company to provide extra 
tracks, yards and terminals upon this portion of their system. 
This duplication of line, while it can be accomplished only at 
great expense owing to the high land values, results in the intro- 
duction of few operating difficulties. If the management is bold 
enough to make the necessary financial outlay to provide suffi- 
cient additional tracks within this comparatively limited area, 
the operation of the road is made but very little more difficult 
because of the existence of this traffic. Two additional tracks 
will, under almost any circumstances, be sufficient to accommodate 
the service which this business demands. A liberal expenditure 
of money for automatic signals and switches permits the pas- 
sage of a large number of trains over a track in a short space of 
time with comparative safety. Schedules are arranged so that an 
express train whose first stop is perhaps ten or twelve miles from 
the terminal station will leave two or three minutes before the 
slower accommodation. The latter, because of the great number 
of stops which it has to make, soon drops far behind the express 
and by the time the trains get clear of the area in which the 
blocks are very close together, they have spaced themselves so 
that the possibility of danger is very remote. The Pennsylvania 
Railroad, for example, on its main line, handling a heavy traffic 
and operating a service in which the time between trains varies 
from fifteen minutes to a half hour, can arrange its schedule 
in such a manner that, under ordinary circumstances, it can con- 
fine all of the suburban business to two of the four tracks. The 
strain, therefore, which the suburban service puts upon the oper- 
ating department and the interference which it causes with the 
movement of traffic can be reduced to a negligible quantity by 
providing a double track line to be used exclusively for handling 
this class of business. The most important question which is to 
be determined by the president and board of directors is, whether 
or not this class of business will warrant the expenditure of the 
amount of money necessary to provide this additional trackage 
and terminal accommodations. 

The through business presents an entirely different problem 
because of the fact that the average road is compelled to operate 
this service over the same tracks on which it handles its freight 
business. So long as the traffic is light the dissimilar classes of 
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traffic can be handled without serious difficulty. With the in- 
crease in the speed of the passenger trains which is constantly 
demanded by the traveling public, on the one hand, and with 
the stationary character of the speed of the freight trains due to 
the necessity of keeping up the train load, we find that this dis- 
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similarity of movement results in the introduction of a set of 
problems puzzling to the operating department. It is a well 
known law of physics that under theoretical conditions to cut the 
speed of the train in half results in the quadrupling of the maxi- 
mum tonnage which can be moved by the locomotive. The in- 
terests of the railroad company, therefore, demand that the 
freight traffic be moved slowly but steadily. 

It is costly to have a large number of trains standing upon the 
sidings. The company must ordinarily pay the wages of its 
employees whether the train is in motion or not, and the con- 
sumption of coal per train mile is exceedingly high under condi- 
tions where there are frequent delays, the extent of which are un- 
known to the train crew. It requires no great thought to under- 
stand that the operation of two classes of trains over the same 
track, with very dissimilar speeds, will greatly reduce the ca- 
pacity of the system. For example, if a freight train moving at 
the speed of fifteen miles an hour leaves the yards an hour before 
a passenger train running at the rate of 45 miles an hour, the 
former will only cover 22% miles before the latter overtakes it. 
This is exactly the situation which is occurring constantly upon 
every road where the traffic is sufficiently dense as to necessitate 
the operation of the freight service during the hours in which 
the passenger traffic is particularly heavy. Many of the rail- 
roads of the west find that their business is so light that this ele- 
ment is of but little importance in regulating the operation of 
their lines. On the other hand the trunk lines in the east with 
a frequent passenger service and dense freight traffic find great 
difficulty in handling a large number of trains operated at very 
dissimilar speeds. The result has been that many of them have 
been forced to operate their freight traffic at a higher rate of 
speed than would be profitable were it not for the fact that if a 
lower speed was adopted it would so increase the number of con- 
flicts with the high speed passenger work that the railroads would 
lose more than they would gain through the time spent in the 
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yards and upon the sidings. The solution of the problem of ar- 
ranging the schedule in such a manner as to permit the handling 
of the greatest number of trains in a given period of time stamps 
a man as a successful superintendent of transportation. Skill, 
ingenuity and judgment are required in arranging the traffic in 
such a manner as to furnish to the public a passenger service 
consistent with their demands and the position of the company, 
and at the same time arranging these trains in such a manner 
that it is possible for the road to handle its heavy freight with- 
out serious inconvenience or unduly increasing the danger of 
accidents. The freight business, whenever it is possible, is 
handled to a very large extent at night. During the day the line 
ordinarily is given over largely to the passenger work. Under 
conditions, however, where it is impossible to handle the busi- 
ness offered to the railroad under such a plan, it is necessary for 
the operating department to move freight at the same time that 
they are handling the passenger work. 

Until 1897 the problem of handling both passenger and freight 
work over the same track had not assumed very serious form. 
A large part of the country, particularly the western states, had 
been over built. The trouble with most of the railroads had been 
to secure enough traffic rather than to successfully handle the busi- 
ness which was offered to them. The eastern trunk lines, it is 
true, had been forced to make numerous extensions and improve- 
ments for the purpose of handling their constantly growing 
traffic. Practically nothing, however, was done in the period of 
extreme depression, from 1893 to 1897. The resumption of in- 
dustrial activity found practically every railroad unprepared to 
handle the business, which was suddenly thrust upon them. This 
is particularly true of the railroads whose traffic is subject to 
wide fluctuation, such as, for example, the Baltimore and Ohio 
and the Pennsylvania Railroad. 

Nothing will explain more clearly and definitely the difficulties 
which the passenger service thrusts upon the operating depart- 
ment than a detailed study of the history of one of these lines 
during the last eight years. The Baltimore and Ohio was just 
recovering from a receivership. It is true that while the road 
was in the hands of a court it had been practically rebuilt, yet it 
would be unfair to expect such a railroad to make as adequate 
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provision for future growth as would be made by a road which 
had been uniformly prosperous and which, moreover, had always 
enjoyed the reputation of being one of the most progressive and 
well equipped roads in the country. It will, therefore, be more 
instructive to take the Pennsylvania Railroad as the subject of our 
study and from it to gain some idea of the manner in which these 
problems have been solved. 

The following table, taken from the annual reports, shows the 
growth in the tonnage of the Pennsylvania R. R. Division, which 
includes the main line and branches, in the last ten years: 








Ton Miles per 
Mile of Road 


Tons Tons Carried 


Carried One-Mile Mileage 





36,566,929 
46,545,093 
42,161,635 


5,037,778 ,228 
6,036 ,462,519 
5,558 ,485,412 


20,250 
10,324 


1668 
1672 
1695 


47,630,820 
51,550,639 
61,526,176 
64,439,342 
67,215,700 
77,505,061 
81,835,102 
76,514,581 


6,248,596,176 1712 
6,833,638,350 1723 
8,109,571,545 1745 
8,726,462,614 1807 
8,721,579,078 1773 
10,091,984,493 1761 
10,156 ,387,883 1777 
9,748,999,227 1814 


1 
f 
4 

if 
i 
i 
i 


bes 

















During this period on the main line of the Pennsylvania Rail- 
road and branches, which is known as the Pennsylvania Railroad 
Division, the ton mileage per mile of road increased from 3,020,- 
250 to 5,374,200 tons or 77%. 

If it were possible to secure the figures for the main line itself, 
exclusive of the branches, there is no doubt that the increase in 
tonnage would be even more remarkable. The large branch line 
mileage, constituting over one-third of the total, largely neutral- 
ized and distributed the increase in traffic, and if their influence 
could be eliminated, it is reasonable to suppose that the ton mile- 
age per mile of road would very largely exceed 80%. 

During this period the mileage on the road between Phila- 
delphia and Pittsburg, which unfortunately does not cover ex- 
actly the same trackage reported in the previous table, increased 
as follows: 


402 








The Effect of Passenger Trafic Upon Freight Earnings. 





First | Second | Third | Fourth | ©°™- 


Track | Track | Track | Track | Sai¥ 





Philadelphia 104 .39 | 104.39 63 .28 51.41 | 103.87 
to 
Harrisburg 103 .05 | 103 .05 75 .36 74.74 | 160 .66 





Harrisburg 248 .54 | 248 .54 154 .12 78 .08 | 231.48 
to 
Pittsburg 238 .47 | 238 .47 230 .40 190 .85 | 586.65 





Total.... 352 .93 | 345 .62 217 .40 129 .49 | 335 .35 
341 .52 | 341 .52 305 .76 265 .59 | 747 .31 























These figures show that the trackage of the main line, in the 
decade, increased 509 miles, or 48.7%; while the siding ca- 
pacity increased 412 miles, or 123%. In other words, against an 
increase of approximately 80% in tonnage, the Pennsylvania was 
only able to increase its main line trackage 48%. The deficiency 
thus clearly indicated is made up in the growth of 123% in the 
length of the company’s sidings, which was necessary for the 
storage of the great amount of accumulated traffic. 

Moreover this increase of mileage was accomplished only after 
the system had been almost paralyzed by the enormous amount of 
traffic which it was called upon to handle, and after the task of 
handling the business had worn out several sets of officers. A 
mere statement of the changes which have occurred in the per- 
sonnel of the operating department since 1898 is almost sufficient 
comment upon the severity of the strain under which this branch 
of the service has been laboring during the years of prosperity 
and heavy traffic: three general managers, two superintendents 
of transportation, three general superintendents of motive power, 
three general superintendents of the P. R. R. Division, have in 
turn labored with the operating problems of the road in the last 
nine years. No other railroad in the United States has been 
forced to make so many changes in this branch of its service dur- 
ing a similar period. 

The rapid exhaustion of the heads of this department was 
brought about by the constant worry and strain of attempting to 
put the traffic which was offered over a line crowded to an in- 
sufferable point. It was necessary to make constant rearrange- 
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ments of schedules and to withdraw a number of trains,—includ- 
ing the eighteen-hour train to Chicago, which was the pride of 
the road and the best piece of advertising that had ever been 
secured—in order to escape the danger of having to declare an 
embargo upon the freight traffic which was being offered to the 
system. The problem became so acute that even the president and 
board of directors were forced to devote a very considerable por- 
tion of their attention to the subject of handling the enormous 
business which threatened to swamp the company. 

The situation was particularly aggravating because of the fact 
that the more profitable traffic was being refused in order that the 
railroad might operate its through passenger service, in which, in 
almost every case, there is little or no profit. In 1894, for practt- 
cally one-half of the distance between Philadelphia and Harrisburg, 
there were only two tracks of the main line. Between the latter 
point and Pittsburg, a distance of 248 miles, there was in existence 
154 miles of third track and 78 miles of fourth track. In other 
words, a large portion of the through freight business had to be 
handled on the same tracks which were taken up to a large extent 
with the passenger work. 

If we assume by way of illustration that the average speed of 
the passenger train is 45 miles an hour and that of the freight 
train 15 miles per hour, it requires only a simple mathematical 
calculation to see that a freight train, for example, leaving Harris- 
burg over the same tracks immediately after the departure of the 
Pittsburg express at 11.32 would only cover about 29 miles be- 
fore it would be overtaken by the Chicago Special leaving at 
12.50. If it at once resumed its journey it would again have to 
take the side track 23 miles further on to avoid the Frederick 
Accommodation leaving Harrisburg at 2.40, and again 34 miles 
further on it would be necessary for it to leave the main track to 
allow the passage of the Pennsylvania Limited which is scheduled 
to leave Harrisburg at 3.30. It is evident that under such condi- 
tions the movement of freight must necessarily be slow, tedious 
and expensive. 

The reasons for the great congestion of traffic and the rapid 
exhaustion of the officials of the operating department are now 
clear. Where a four-track line was in existence much could be 
done. The two inside tracks devoted to traffic handled at a uni- 
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form speed, were carrying thousands of cars a day and earning 
the greater proportion of the receipts which the company was en- 
joying. The two inside tracks—or in places where only two 
tracks existed, the entire line—were of comparatively little service. 
So long as it was necessary to provide for the passenger service 
it was impossible to get over the line more than a very small per- 
centage of the tonnage which could be handled under conditions 
where a uniform rate of speed could be obtained. Tie situation 
was desperate. Unless radical changes were made, disaster was 
sure to follow. 

In 1902 the President and Board of Directors laid before the 
stockholders a program of improvements so ingenious in char- 
acter and comprehensive in scope as to demand our careful at- 
tention. In brief the plan was as follows: 

(1.) The construction of what is known as the Brilliant 
Branch between the main line at East Liberty, the Allegheny Val- 
ley Railway at Brilliant and the Western Pennsylvania Railroad 
at Aspinwall. This improvement completed the final links in a 
belt line around Pittsburg and permitted of the complete diversion 
of the passenger trains on the Allegheny Valley and the Western 
Pennsylvania Railroad from the old lines, leaving them exclusively 
for the movement of freight. 

(2.) The double tracking of the Western Pennsylvania Rail- 
road and the reduction of its grades east bound to 15.8 feet per 
mile, thus furnishing an alternate route for the handling of 
heavy traffic, thereby materially alleviating the pressure upon the 
main line. 

(3.) The building of a new low grade four track line from 
Radebaugh Tunnel near Greensburg on the Pittsburg Division to 
Millwood, a distance of 19 miles, and the completion of the four 
track line between Pittsburg and Altoona. 

(4) The construction of a double track railway via the roadbed 
of the New Portage Road between the east end of the Gallatzin 
Tunnel and Hollidaysburg, a distance of 17 miles, and the double 
tracking of the Petersburg branch. 

(5.) The building of a large classification yard at Hollidays- 
burg and another at Fairview on the Northern Central Railroad 
on the opposite side of the Susquehanna River at Harrisburg. 

(6.) The building, in connection with the four tracking of the 
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Northern Central between the New Fairview Yard and York 
Haven, of a new double track, low grade railroad, about 130 
miles in length, from the latter point by way of Columbia to 
Philadelphia. 

The significance of this plan is not at first glance apparent. An 
analysis of the relative distance between the points involved, how- 
ever, will throw considerable light upon the reasons which im- 
pelled the authorization of this expenditure approximating 
$70,000,000. It is obvious that the Brilliant Belt Line was de- 
sired for the interchange of traffic between three portions of the 
system and for relieving the Pittsburg yards and terminals of 
the congestion resulting from the handling of the passenger 
work through them. From Pittsburg to Radebaugh by rail is 
29 miles, and the new cut off would give to the system six tracks 
between that point and Millwood. From Millwood to Gallatzin, a 
distance of 58 miles, it was believed that the system’s regular 
four track line would be sufficient. The improvements in the 
neighborhood of Altoona were equally as ambitious. The new 
line over the Portage Road together with the revision of grades 
and double tracking of the Petersburg branch gave to the Pennsyl- 
vania an alternate route—about 50 miles in length—in the sec- 
tion where owing to the heaviness of grades it was particularly 
desirable to furnish additional facilities. Little was planned for 
the central portion of the system. In the 102 miles between 
Petersburg and Fairview the Pennsylvania was forced to rely 
upon the four track line which it was then endeavoring to com- 
plete. There were a number of reasons why the policy of con- 
structing cut-offs was not attempted in this stretch of the line. 
In the first place the local traffic in this section is probably less 
than in any other portion of the line. It forms a central link in 
the system originating but little local business. The traffic is al- 
most exclusively through business between the western counties 
and the eastern section of the State. Moreover the topography 
of the country precludes any extended use of the cut off. The 
line follows the shores of the Juniata practically the entire dis- 
tance, running for the most part in the narrow valley where it is 
impossible to diverge, even to a small degree, from the route 
which has already been occupied. 

It is the improvements east of Harrisburg, however, which 
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deserve the greatest consideration. It is evident that the aim of 
the Pennsylvania has been to provide an entirely new route, con- 
structed on easier grades and with less curvature, from Harris- 
burg to Philadelphia. Use is made of the Northern Central from 
Fairview to York Haven, at which point the line diverges, and 
after crossing the Susquehanna at Shocks Mills, 5 miles of the 
Columbia and Port Deposit Railroad are utilized. From Creswall 
at the head of the Valley of the Pequa, the Pennsylvania has 
under construction a low grade line which will eventually con- 
verge with the older portion of the system in the Fifty-second 
street yards in Philadelphia. 

Two motives underlie this work. A comparison of the distances 
will show that on the western portion of the system it will be 
possible to move freight over the tracks devoted for the most 
part to the passenger work, because of the fact that the slower 
freight train running on the cut-off at a lower speed will enable 
the passenger train following on its heels to pass it on the older 
track, thus automatically overcoming the difficulty of putting the 
freight on the siding in order to prevent an interruption of the 
passenger service. In other words it is possible to so arrange 
the schedule as to permit a freight train leaving Pittsburg on the 
heels of a passenger train to make the Radebaugh cut-off before 
the next passenger train overtakes it, and while it is covering the 
new stretch of track the passenger train remaining on the old 
route will pass it, thereby permitting both trains to proceed with- 
out interruption. On the eastern end of the system where traffic 
is heavier and where this plan has already been followed to a 
large extent by diverting the major portion of the freight busi- 
ness at Branch Intersection, a short distance below Harrisburg, 
to the Columbia Branch, and by reserving the main line itself 
for passenger work. A more ambitious scheme was evolved. The 
new line when it is completed will give to the Pennsylvania a 
route upon which nothing but freight business will be handled. 
The disturbing influence and the loss of efficiency which results 
from the handling of trains of highly dissimilar speeds will be 
practically unknown in the districts east of the Susquehanna. In 
other words it is safe to say that the time has arrived when the 
Pennsylvania finds it necessary to segregate the passenger and 
freight business. It has dicovered that when a railroad is pushed 
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to its capacity the passenger traffic becomes a serious problem. 
Either it is necessary to sidetrack the freight or the operating de- 
partment must resort to the dangerous and doubtful expedient 
of shifting the freight trains to another track upon which it is 
nothing more than an interloper, and which may even be used 
for the movement of traffic in the opposite direction. It is a 
wonder that under such conditions the loss from accidents is not 
greater. Even under the most careful management and the total 
elimination of collisions as the result of a train shifting from one 
track to the other, the damage claims are very large, because ex- 
perience has demonstrated that it is extremely risky to shift 
heavily laden trains from one track to another without incurring 
the liability of causing a wreck and tying up the whole system 
through the breaking of a weak or faulty axle. The difficulty 
of operation of both classes of business upon one set of tracks 
must of necessity increase the cost of operation. The delays to 
freight, the increased damage claims, the expenditure of money 
for paying the wages of men spending hours of their time upon 


the sidings, tell heavily upon the profits of the road. The solution 
of the difficulty has been in the construction of cutoffs at points 
where the grades are unusually heavy upon lower grades, thereby 
increasing the maximum train load and permitting the passenger 
trains to cut around the slower freights, or through the construc- 
tion of what amounts to a new system to be devoted entirely to 
the handling of one class of business. 


The devotion of almost half of the facilities of a system to the 
handling of the through passenger service, which contributes 
probably one-tenth of the revenue, results in a heavy relative loss 
to the stockholders. Under conditions such as existed in 1900 
and 1901, where the amount of traffic offered seemed to be un- 
limited, the devotion of the same trackage to freight work would 
have increased the earnings of the company to a very appreciable 
extent. In other words if the railroad must choose between one 
class of traffic or the other, or more strictly speaking if the hand- 
ling of the passenger business results in the loss of freight traffic, 
or in handling it at a higher cost, it is necessary to charge against 


408 





The Effect of Passenger Trafic Upon Freight Earnings. 


the passenger business the relative loss which the stockholders 
have suffered. The through passenger business is important. 
The necessity for this class of service cannot be denied. One of 
the duties which the state imposes upon the railroad is the trans- 
portation not only of freight but of human beings. Unless a safe, 
speedy and frequent means of communication were furnished to 
the army of capitalists, manufacturers and drummers it would 
only be a short time before the industries of the country would 
languish and the freight business, which is the pride and hope of 
every railroad man, would fall away to an amazing extent. The 
railroads are forced both from their duty to the State and to 
the community to offer liberal through passenger service. 


The public, however, must not lose sight of the fact that in 
extending this service many of the eastern trunk lines are running 
counter to their own selfish interests ; that in the time of prosperity 
and heavy traffic this business either so complicates matters as to 
increase the cost of operating the system or may under certain 


conditions force the road to decline a large amount of profitable 
tonnage which is offered to them. In view of this fact the agita- 
tion now going on in a number of eastern states for a lower pas- 
senger rate is ridiculous. If a misguided public sentiment or a 
“reform” legislature forces the railroads to decrease the rates 
upon the through passenger business, the inevitable consequences 
will be found in a stiffening of the rates on freight. There may 
not be any actual advance in charges, on the contrary such a 
course is highly unlikely, but the steady decline in rates made 
possible by the savings brought about through improving the 
technique of the service will be greatly diminished. 

Unless the American people are prepared to take the position 
that the passenger business should be fostered and encouraged at 
the expense of the freight traffic—unless they are willing to admit 
that every citizen in the community should pay more for every- 
thing that he wears or eats in order that a comparatively small 
percentage of the population may be able to ride at a decreased 
cost, it is high time that they turn their attention to more im- 
portant matters than the reduction of through passenger rates. 
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EDITORIAL. 


Maintenance Expenses and Concealment of Earnings. 


Mr. How’s discussion of maintenance of way standards in the 
United States suggests comparisons which invariably arise be- 
tween the maintenance standards of English railroads and those 
in this country. In Great Britain, maintenance accounts are 
strictly construed, and the cost of construction which increases 
the earnings of the company is generally capitalized. The Eng- 
lish investing class, much larger than in the United States, resist 
any attempt of a railway management to reduce their dividends 
by paying the cost of improvements out of earnings. The prac- 
tice in the United States, on the other hand, is to include under 
maintenance, a considerable portion of the cost of additions 
and betterments. Conspicuous examples of this practice are 
furnished by the Harriman companies. The Illinois Central has 
also charged large sums to maintenance which a less conservative 
management would have charged to capital or at least would 
have allowed to appear under the head of extraordinary expenses. 
This practice of concealing earnings prevails more largely among 
the western roads than in the east. The Pennsylvania Railroad, 
for example, reserves large sums out of earnings for the pur- 
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pose of improving the property, but most of these expenditures 
appear under the head of extraordinary expenses. While the 
maintenance expenditures of this company are liberal, they are 
not used, at any rate in recent years, to conceal net earnings. 
The New England roads construe their maintenance accounts 
even more strictly, and when funds are needed for improve- 
ments which will add to the income of the road, they obtain these 
by issues of stocks or bonds. 

Broadly speaking, the excess charges to maintenance of way 
and structure, and maintenance of equipment increase from east 
to west. In territory where the traffic and earnings are stable, 
the maintenance standards are more rigidly adhered to in good 
years as in bad, while among the western and southern roads 
whose earnings are liable to sharp and extreme fluctuations, the 
maintenance accounts are used to periodically “bury” large 
amounts of net earnings. 

This matter of inflating maintenance accounts may be explained 
in two ways. The excess charges to maintenance represent either 
the repairing of the effects of neglect during periods of small 
earnings or the charging of the cost of betterments and addi- 
tions to operating expense. The first explanation would have 
served more commonly ten years ago than it does to-day, for then 
American railroads were managed for the stock market and the 
condition of the property was often sacrificed to the requirements 
of dividends. Dividends must be maintained and increased in 
bad years as well as in years of large earnings. Out of this 
necessity arose the fiction that a railroad could accumulate a 
dividend reserve by raising the condition of its property above 
the standard, drawing upon this reserve by deferring maintenance 
charges. This view has little justification. The standard of 
maintenance of way of equipment and of structure cannot be 
exceeded. A new standard can be established, but it is difficult 
to understand how the condition of track, bridges and ballast can 
be raised above the standard. What naturally takes place is to 
allow the condition of the property to fall below the standard 
when earnings are small, and to utilize years of large earnings 
to restore the road to its former condition. This practice of ac- 
commodating maintenance expenses to the fluctuations in earnings 
is not a sound one, as we show on another page from the con- 
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dition of the Kansas City Southern. The property once allowed 
to run down can be restored only at a disproportionate expense. 
Standards of maintenance should be established, and these should 
be rigidly adhered to even at the sacrifice of dividends. The 
stockholders will profit in the long run if their directors adhere 
to such a conservative policy. 

Maintenance charges may also be inflated by improperly charg- 
ing to these accounts the cost of additions and betterments. This 
practice is common among the western roads. The current re- 
port of the Illinois Central and Union Pacific afford the most 
conspicuous illustration. This practice is wholly improper. In 
rare cases it may be justified by the necessity of protecting the 
earnings of the company from the importunities of the stock- 
holders for dividends, but while this explanation may sometimes 
serve, the true reason for concealing earnings in this manner is, . 
generally speaking, much less respectable. A large concealed 
surplus, as Dr. Cleveland shows in his article on “Advantages 
of the Railway Audit,” is a constant temptation to the interests 
in the control of the company to profit at its expense by manipu- 
lating the prices of securities. A railroad company should main- 
tain rigid distinctions between those expenditures which merely 
maintain the property and those which add to its value, and the 
public accountant should throw the weight of his influence on 
the side of the strict construction of the maintenance accounts. 
It is proper and indeed frequently necessary to withhold or re- 
duce dividends for the purpose of improving the property, but 
when this is done it should be done openly in order that the stock- 
holder may understand the true condition of his company. Al- 
though when earnings are fully disclosed, as sometimes happens 
in great Britain, the pressure for dividends may force the di- 
rectors to disregard the demands of the company and to pay out 
net earnings which should be invested in the property, even this 
is preferable to the juggling with accounts which the conceal- 
ment of earnings involves. 





Accountants and Commissions. 


A correspondent sends THE JouRNAL a circular letter of a cor- 
poration which is soliciting the co-operation of public accountants. 
The business of the company in question is the organization of 
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corporations, and the accountants are appealed to because of the 
fact that their business brings them into close touch with possible 
clients. If circumstances arise making it desirable for any firm 
or partnership to take out articles of incorporation, some account- 
ant is pretty certain to be aware of the fact. Hence accountants, 
if so disposed, might turn in a good deal of business to a com- 
pany which makes a specialty of attending to the details of in- 
corporation. 

To the suggestion that accountants turn over business of this 
sort to a well-qualified firm or corporation no possible objection 
can be made. In this particular case, however, the suggestion is 
coupled with a proposition which is open to criticism, namely, 
that the incorporating company will pay a commission upon all 
business which it receives through the medium of an accountant. 
THE JOURNAL believes that it would be decidedly unprofessional 
for an accountant to accept a commission for this sort of service. 
If a client decides to incorporate it is the duty of his accountant 
to render him every possible service under the circumstances, and 
to look for his compensation entirely to his client. If he is asked 
to recommend an expert in the rather simple art of incorporation, 
his recommendation should not be biased by the prospect of a fee. 
An accountant who pursues any other course lowers the dignity 
of his calling. He puts himself on a par with the physician who 
recommends his patients to purchase drugs from a pharmacist 
who pays him a commission. This is graft, pure and simple, and 
the accountancy profession must not be tainted by it. 

Between accountants themselves there is a character of service 
for which the compensation is, in effect, a commission on business 
done, but here the arrangement is legitimate and proper. An 
accountant, for example, sometimes takes on an engagement call- 
ing for work in another city ; this he often, properly enough, turns 
over to an accountant of the other city, giving to him the major 
portion of the fee. In fact, the other accountant becomes his 
agent, and, of course, must be paid for his services. As the first 
accountant engaged must vouch for the report rendered, thereby 
assuming a responsibility, he also is entitled to compensation. The 
client, of course, pays only one fee for the service. Arrangements 
of this sort between accountants cannot be criticised, but for an 
accountant to profit from the miscellaneous needs of his clients 
would be to degrade his profession. 
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The American Association of Public Accountants and the New 
York State Society of Certified Public Accountants have ap- 
pointed committees to represent jointly the profession in the State 
of New York before the Legislature at Albany in connection with 
pending bills on insurance matters. 

In view of the probability that any legislation adopted in the 
State of New York will form a model for other states, it was felt 
that the matter was one of national as well as state interest, and 
that the formal co-operation of the two bodies was therefore 
desirable. 

A meeting of this joint committee was held March 5th at the 
offices of Messrs. Price, Waterhouse & Company, 54 William 
Street, New York City. Those present representing the New 
York State Society were: Mr. F. J. MacRae, Mr. Alfred Rose, 
Mr. C. S. Ludlam, Mr. H. S. M. Cook, Mr. Duncan MacInnes. 
Those present representing the Association were: Mr. L. H. 
Conant, Mr. R. H. Montgomery, Mr. A. L. Dickinson, Mr. L. O. 
Fisher, Mr. F. H. How. 

After general discussion on the whole matter Mr. Dickinson, 
Mr. Ludlam and Mr. Cook were appointed a sub-committee to 
consider the matter fully, with power to act, and the following 
suggested objects of the committee were approved : 

(1) To bring before the Legislature the necessity of a consider- 
able improvement in the form of the accounts now required by 
various state insurance departments from life insurance com- 
panies; the abolition of the distinction between ledger and non- 
ledger assets, which, in the opinion of the committee, is largely 
responsible for improper accounting in the past; and the sub- 
stitution for the present statement of cash receipts and disburse- 
ments of a proper income and expenditure statement. 

(2) To obtain power for the state insurance departments to 
accept the certificates and reports of public accountants in lieu 
of any detailed examination of life insurance companies which 
may be called for in the proposed bills, and 

(3) To require the audit once a year of all life insurance com- 
panies by public accountants elected at the annual meeting of 
policyholders, and approved by the State Insurance Department ; 
a copy of the report of such audit to be mailed to all policyholders. 


The committee will be glad to hear from any members of the 
Association who are interested in the proposed legislation or have 
influence either in the State of New York or elsewhere, which 
they could use in furtherance of the objects of the committee. 
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The Other Side of Questions. 


Status of Foreign Lawyers in New York. 


To the Editors:—Your January number contains the report of 
a speech by Mr. Cook on the question of permitting accountants 
from other states to practice in the State of New York. The gen- 
tleman makes reference tc the Bar Association of this city as in 
some degree affording an analogy to the situation among the ac- 
countants. It would seem that Mr. Cook’s reference to the legal 
profession as furnishing an analogy is rather unfortunate from 
his point of view, because the rules of the Court of Appeals of the 
State of New York specifically provide for conditicns under 
which attorneys from other states may be admitted to practice in 
the State of New York. The rules to which I have reference are 


as follows: 
RULE I. 

“No person shall be admitted to practice as an attorney or counselor 
in any Court of Record in this State, without a regular admission to the 
bar and license to practice granted by an Appellate Division of the 
Supreme Court. 

RULE 2. 

“Any person who has been admitted to practice, and has practiced three 
years as an attorney and counselor in the highest court of law in another 
state, and any person who has thus practiced in another country, or who, 
being an American citizen and domiciled in a foreign country, has re- 
ceived such diploma or degree therein as would have entitled him, if a 
citizen of such foreign country, to practice law in its courts, may, in the 
discretion of an Appellate Division of the Supreme Court, be admitted 
and licensed without an examination. But he must possess the other 
qualifications required by these rules, and must produce a letter of recom- 
mendation from one of the judges of the highest court of law of such 
other state or country, or furnish other satisfactory evidence of character 
and qualifications. 

“A person who resides in an adjoining state, upon compliance with this 
rule, may, without change of residence, be admitted to practice on suf- 
ficient proof that he intends forthwith to open and permanently maintain 
an office for the transaction of law business in this state.” 


New York, February 23, 1906. C. ANDRADE, Jr. 





Opposed to All Accounting Corporations. 
To the Editors:—In an editorial appearing in the February 
number you refer to the fact that there are “two kinds of audit 
companies,” and after commenting upon the disgraceful occur- 
rence recently brought to light in Chicago. you express the hope 
that some means may be devised for separating the “sheep from 
the goats.” 
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Although members of the profession may be able to make such 
a distinction, the general public, as a rule, would be unable to do 
so, and if the audit company is to become an established institu- 
tion, the door is open for the incorporation of companies owned 
and controlled by unscrupulous financiers who would not hesitate 
to take advantage of inside information regarding the affairs of 
business concerns cbtained through this medium. Even a com- 
pany which is properly conducted and which is officered and man- 
aged by professional public accountants, is in my opinion, objection- 
able if only for the reascn that it is a corporation and therefore 
unprofessional. 

It seems to me that the number of companies incorporated of 
late to engage in the practice of public accounting and auditing 
is seriously retarding the general recognition of accountancy as a 
profession and has a tendency to reduce it to the level of a com- 
mercial enterprise. The character of much of the advertising mat- 
ter circulated by these companies savors of the patent medicine or 
proprietary article business and is certainly having an injurious 
effect. 

What would be thought of a stock company which should en- 
gage in the practice of law? What standing would a corporaticn 
of this character have with the profession, and what intelligent 
person or reputable business concern would intrust their legal bus- 
iness tc it? Even the use of the term “& Co.” in connection with 
a firm name is practically unknown in the legal profession. 

What standing would a corporation have which should engage 
in the practice of medicine? All persons of intelligence weuld 
give such a concern a wide berth. In professional life it is the in- 
dividual who counts and he should stand for more in the acccunt- 
ancy profession than in any other. 

In the writer’s opinion, the practice of public accounting and 
auditing by stock companies is distinctly unprofessional and is a 
serious menace to the hoped-for general recognition of account- 
ancy as a profession on a par with law and medicine, which is the 
goal toward which all reputable accountants having the best inter- 
ests of the profession at heart should be striving. 

Expressions of opinions by others of your readers would, I am 
sure, be interesting and valuable. “ETHICS.” 


New York, February 23, 1906. 
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An Attack on the New Jersey Law. 
Newark, N. J., Feb. 16, 1906. 

To the Editor :—There has been introduced into the New Jersey 
State Senate by Senator Jackson, under date of January 16, bill 
No. 29, the intent of which is to amend the C. P. A. law of New 
Jersey so that the Governor may appoint on the expiration of the 
term of the present commissioners other persons who need not be 
certified public accountants. 

President W. Sanders Davies, in a circular letter to the mem- 
bers of the New Jersey Society of Certified Public Accountants, 
under date of Jan. 27, says: 

“The effect of this bill is to put it in the power of the Governor 
to appoint any accountant who has been practising for three years 
but who is not a certified public accountant to be a member of the 
Board of Examiners. In my opinion this is a pernicious bill and 
every member should use his best endeavors to have the same 
killed in the Committee on Judiciary to which it has been referred 
or if it should be reported to the Senate then tc see to it that the 
bill does not become a law. To this end I suggest that you write 
a letter to your senator calling attention to the bill and pointing 
out to him that it would be a most unfortunate and deplorable 
change in the present law regulating the practice of the profession 
of public accountants, Chapter 230, page 400, Laws of 1904, if this 
amendment became law for the reason that there is nct any one 
better qualified to judge on the questions to be set for examination 
and on the accuracy of the answers to the questions than a certified 
public accountant ; just as well set a layman to examine candidates 
for the medical prcfession or an unqualified lawyer to examine 
candidates for the legal profession.” 

The introduction of this bill is a very short sighted piece of 
business. The motive behind the bill is known to the writer and is 
a very vicious one. The writer has in his possessicn the facts in 
black and white explaining the motive, and, to use slang, the evi- 
dence puts it right up to certain State officers and shows that this 
bill was introduced for a specific, selfish, underhanded purpose. 
At present the writer deems it best to withhold from publication 
the information referred to, but you may rest assured, if it be- 
comes necessary and the introduction of this bill results in a 
fight to the finish, the writer will take a further hand therein and 
make public the information in his possessicn. 

Naturally the introduction of this bill has caused considerable 
agitation among the C. P. As. of our State. The honorable 
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senators have been besieged from all quarters and all the facts 
necessary in the premises have been placed in their hands with 
the result that the Senate passed a resolution calling upon the 
New Jersey State Board of Public Accountants to submit to the 
Senate copies of all rules and regulations adopted by them, to- 
gether with a list of applicants for examination and certificates, 
and further requesting them to state the number cf certificates 
of recommendation that have been issued by the Board. All 
this information and more has been supplied to the Senate. 
The writer is informed that the bill has been returned to com- 
mittee and before any further action is taken therecn, a hearing 
will be granted to the accountants and others interested. 
Frank G. DuBots, C. P. A. 


Accountants’ Club. 
Mr. E. W. Sells recently invited a number of the representative 


accountants to dine with him at the New York Athletic Club for 
the purpose of considering the formation of an Accountants’ Club. 
Those present spent a most enjoyable evening. 

The club has been duly incorporated and another meeting. will 
probably be held shortly, after the return of Mr. Sells from 
abroad. 

The club is intended primarily for social meetings of account- 
ants, members of the Association residing in New York City, and 
it is intended to have a series of dinners throughout the year; it 
has further been suggested that the club should hold one or two 
smokers during the winter. 


The New York Society of Accountants and Bookkeepers. 


The meeting of this society held on February 13th, at the Fifth Avenue 
Hotel, was one of its largest and most successful. Colonel Charles E. 
Sprague being unable to address the meeting on the subject announced, 
the address of the evening was delivered by Mr. W. H. Lough, Jr., of the 
New York University School of Commerce Accounts and Finance, his 
subject being ““The Making of Freight Rates.” It was one of the most 
interesting and able addresses ever presented before the society. The 
members listened attentively until its conclusion, after which almost every 
member present desired to take part in the debate which followed. No 
time was left for consideration of the problems announced on the card, 
and their solution was postponed till the next meeting. 

The sixth annual dinner of the society was held at Mouquin’s Restaurant, 
Fulton and Ann streets, New York, on Saturday evening, February 17, 
and was the most enjoyable one so far held, 107 members being present. 

At the fourth Tuesday evening meeting, Mr. Samuel D. Patterson, 
C. P. A., opened the meeting with an address that was enjoyed by all, and 
was followed by Mr. Theo. J. Friedleben with an address on “Deprecia- 
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tion.” The discussion was animated, and brought forth the fact that there 
were almost as many views as to the correct way to take care of deprecia- 
tion as there were members present. The book presented this evening was 
a copy of “The Credit Man and His Work,” by E. St. Elmo Lewis, Mr. 
Allen T. Mackrell, of the Peter Henderson Co., being the recipient. Here- 
after a book on accounting will be given out at each meeting, the selection 
of the book and the person to whom it is presented being decided by lot. 
The annual report of the treasurer shows a healthy financial condition, and 
the number of new members recently admitted shows an awakening interest 
in the work of the society. The next meeting is to be held at the same 
place on Tuesday evening, March 13. 


In Recognition of Mr. Roberts’ Services. 


Following is a copy of the resolutions presented hy members of the 
American Association of Public Accountants, to Mr. T. Cullen Roberts, 
former Secretary of the Association, at the meeting held February 20, 
1906, in Hotel Astor, New York City: 

On your retirement from the office of Secretary, the members of the 
Association are desirous of placing on record their thanks for the services 
you have rendered them, and the esteem in which you are held by them, 
and at the annual meeting of the Association, held at the Hotel Astor, on 
a the 17th day of October, 1905, the following resolutions were 
adopted : 

Resolved, that the members of this Association tender the retiring 
Secretary, T. Cullen Roberts, C. P. A., their sincere thanks for the zealous, 
courteous and efficient manner in which he has filled the office during the 
more than ten years he has been Secretary. At all times the members 
have been able to obtain the fullest information regarding the Associa- 
tion’s affairs, and all matters of general interest to the profession have been 
brought to their notice. By his many faithful and kindly acts he has 
endeared himself to us, and it is therefore, further 

Resolved, that the members extend to him their best wishes for his 
success, health and happiness in the years to come, and may it always 
be our pleasure to greet him as a member of the Association. 

New York, October 17, 1905. 

Committee on Resolutions. 


J. R. Loomis, President. W. Sanders Davies, 
A. Lowes Dickinson, Secretary. Richard F. Stevens, 
Guy H. Kennedy, Treasurer. Robert H. Montgomery. 


Notes from Washington. 


Accountancy matters are very much in their infancy here as regards 
banking and manufacturing interests, but during the past few years an 
improvement is noticeable, chiefly due to the advent of Eastern and Euro- 
pean capital. From local institutions it is very difficult to get a satisfactory 
fee for professional services, but many of the pioneers and Argonauts who 
arrived here in the early mining days are dropping off and their business 
successors are more inclined to modern auditing and accounting systems. 

A majority of the trust companies have periodical audits made by C. P. 
A.’s, but so far as can be ascertained, not a single bank in the State has 
followed suit, although it is satisfactory to note that several of the leading 
institutions have the subject under consideration. Why the trust com- 
panies should be in the lead in this respect—and it would seem that such 
is the case throughout the country—is not very clear, as the objections 
commonly raised by bankers with regard to audits might be raised quite 
as logically by trust comparties which do a general banking business. 
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Bankers in this State have not yet to any appreciable extent employed 
or insisted on the employment of accountants to verify the statements 
of prospective borrowers. 

The professional outlook for 1906 is encouraging, and we expect a sub- 
stantial increase in business as compared with 1905. 


Alphabet Values in the Ledger. 


Chicago, February 28, 1906.—To the Editors: The following table of the 
relative value of the alphabet for guidance in laying out a ledger and other 
cognate matters of interest to the accountant student is worthy of a place 
in your magazine. 

It is computed from over two hundred thousand names in ordinary com- 
mercial and manufacturing transactions, and without special provision 
for such general terms as “American,” “United States,” and the predom- 
inating terms of particular localities or industries. 

In the most usual subdivision of the alphabet, that is, into four parts, 
viz.: A-D, E-K, L-R, S-Z, the proportions are, respectively: 23.46 per 
cent., 26.01 per cent., 27.04 per cent. and 23.49 per cent. 

By this table any sized ledger may be fairly well arranged so as to 
facilitate reference, or any series of ledger accounts may be subdivided so 


as to apportion the work evenly. 
Joun Avex. Cooper, C. P. A. 


Per cent. Per cent. Per cent. 


It is announced that the firm of Sargent, Page & Taylor, London, New 
York, and Cincinnati, has been dissolved by mutual consent. All interest 
in the American practice of the firm was acquired by Frederick P. Page, 
and this practice has been amalgamated with that of Messrs. Deloitte, 
Plender, Griffiths & Co., New York, in which firm Mr. Page has become a 
partner. On or before May Ist next, the New York address will be 49 
Wall Street; address at Cincinnati, Union Trust Building, Mr. Vivian 
Harcourt being the resident partner. 


New Jersey Accountants Reach the Alps. 


Messrs. Storck & Coughlan, certified public accountants of New Jersey, 
have recently completed an examination for clients in Switzerland. It was 
made at the instigation of the court, and was the basis of a suit involving 
some 500,000 francs. 


Insurance Accounting in Kentucky. 


The Kentucky House of Representatives has unanimously passed a bill 
providing for an annual accounting and distribution by all life insurance 
on doing business in Kentucky. The accounting shall be made 

or before the third anniversary of the policy and apportionment and 
distribution annually after that time during the life of the policy. 
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OUR PHILIPPINE PROBLEM. A Study of American Colo- 
nial Policy. By H. P. Wills, Ph.D. Pages 479. New 
York: Henry Holt & Co., 1905. 


“Our Philippine Problem” will most probably impress two 
classes of readers in two distinct ways. Those who know nothing 
whatever about the Philippines and our relation to them, will be 
inclined to doubt the author’s conclusions and suspect that he had 
a political rather than a scientific purpose in writing the bock. 
Those acquainted with the situation will very likely agree with 
most of the writer’s views, but will be irritated by the manner in 
which he has treated the subject. The book contains indiscrimi- 
nate censure of almost everything that the administration has 
done in the Philippines. At the outset, not only the methods but 
the motives of the civil authorities are attacked, and the results of 
their work most severely criticised. While much of this criticism 
may be deserved, the tone of its expression is more that cf political 
campaign material than the result of a sociological and economic 
investigation. 

The eccnomics presented are those of a far more positive and 
assertive school of thinkers than most of our contemporaries. 
There are some cases also of a failure to take into consideration all 
the elements of a given economic situation. For instance, we are 
told that the tax-exemption of the hemp experted from the islands 
to the United States results in a clear gain in profits to the cordage 
manufacturers of our country. As a matter of fact, this prcposi- 
tion could be maintained only after proving that those manufact- 
urers are not competing amcng themselves, or that the industry is 
monopolized. As a matter of fact, the cordage industry in the 
United States is not monopolized. Furthermore, the profit and 
loss sheet of the largest corporation engaged in the business has 
shown a deficit for the last few years. We might, on the other 
hand, as justly conclude that the whole gain does not go to the 
wicked manufacturer, but takes the form of reduced prices for the 
consumer. 

The work is destructive rather than constructive. It demolishes 
all that has been tried in the Philippines and offers no adequate al- 
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ternative. Perhaps this is the most effective method of proving 
that we cannot settle the affairs of the islands, and consequently of 
justifying our severing all connections with them. If this be the 
case, the book might well have dilated more upon the precise mode 
of effecting the cleavage, instead of devoting but the last few pages 
to that interesting process. No doubt the work of the administra- 
tion has been defective, probably selfish and possibly corrupt: but 
has any relief been offered? To be sure, we are briefly told that 
the first steps toward separation are free trade with the Philippines, 
a reduction cf the cost of administration and a gradual political 
emancipation. But we are not told in detail, the precise way in 
which all these operations are to be carried out. Professor Wills 
merely makes a feint at assuming the “role of political prophet and 
diviner,” and in reality contents himself with hitting the adminis- 
tration hard. F. B. Rostnson. 


RESTRICTIVE RAILWAY LEGISLATION. By Henry S. 
Haines. Pages 355. New York: The Macmillan Co., 1905 


As only four chapters out of twelve in this book actually deal 
with railway legislation, the title is rather misleading. The fact 
is that Mr. Haines has compressed within his 340 odd pages a 
very useful, though necessarily superficial, review of practically 
the whole field of railroad operation. His long experience in the 
engineering, operating and traffic department of Southern lines 
has well fitted him for such a task. 

The chapter on “Rate-Making” is less satisfactory than any 
other section of the book. Mr. Haines lays stress on the conflict 
of interests between the railroads and their patrons and concludes 
that “the just mean would seem to be a rate which recognized 
equitably the cost to the carrier and the value tc the shipper of 
each specific service.” This sounds well and, if there were only 
one transaction and only twc parties to that transaction to be 
considered, it might pass as a vague, but acceptable principle. But 
the interests of the public as a whole remain to be heard: and the 
rightful demand of the public, sc far as it knows its own wants, 
is for the highest possible industrial development. Suppose that the 
carriers and the shippers come tc an agreement on rates which 
hinder the growth of rising centers of industry, are those rates, 
then, to be accepted as equitable? Cost of service and value to the 
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shipper are simply elements: in the rate-making problem; inde- 
pendent of them both stands a principle of vital importance te both 
the railroads and the public, namely, that freight charges should be 
so arranged as to stimulate the growth of industry. 

In other chapters Mr. Haines treats of such subjects as railroad 
finance, railroad construction, railroad operation and railroad traf- 
fic. In every case he evidently draws from a large fund of infor- 
mation and experience. The book is eminently readable and will 


prove serviceable to anyone interested in railroad work. 
W. H. Louau, Jr. 


Meeting of New Jersey Society. 

The Society of Certified Public Accountants: of the state of New 
Jersey on February 13th held a meeting of the board of trustees 
and later a general meeting of the society. 

The membership was increased by the election of Mr. William 
D. Barclay, C. P. A. of Newark, and Mr. Charles H. Barkley, C. 
P. A. of Caldwell. 

At the general meeting officers were elected for the year 1906 
as follows: President, Frank G. DuBois; vice president, Thomas 


Cullen Roberts; treasurer, George Forman; secretary, August 
Hartkorn; trustees, Richard F. Stevens, W. Sanders Davies, El- 
mer B. Yale; auditors, Thomas Cheyne, George W. Storck. 

The amendments to the constitution of the American Associa- 
tion were thcroughly discussed and the delegates instructed as to 
action thereon. 


The Institute of Accounts. 


At the February meeting of the New York Institute, Mr. Henry Harney, 
C. P. A., delivered an able address on “The Principles Underlying, and 
the Details in Operating, the Energy Known by the Name of Business.” 
The speaker held that itwas business alone which had caused the advance 
of what is known as civilization. The address will furnish food for 
thought for some time to come for the members who were present. The 
March meeting will be held at the Fifth Avenue Hotel on Thursday 
evening, March 15. 





Meeting of the American Association. 


The semi-annual meeting of the American Association of Pub- 
lic Accountants was held at the Hotel Astor, Times Square, New 
York City, on Tuesday, February 20, 1906. The meeting was 
called to order by the president, Mr. John R. Loomis, at 2.30 p. m. 
At roll-call the following members were present : 

Members-at-Large.—Franklin Allen, New York; Peter Ballin- 
gall, Philadelphia, Pa.; Richard M. Chapman, New York; E. R. 
Conant, Passaic, N. J.; Leonard H. Conant, New York; Frank G. 
DuBois, Newark, N. J.; Norval A. Hawkins, Detroit, Mich. ; 
Capel E. Le Jeune, New York; John R. Loomis, New York; Chas. 
L. Ludlam, New York; Farquhar J. MacRae, New York; T. 
Cullen Roberts, New York; Alfred Rose, New York; Chas. W. 
Walters, Philadelphia, Pa. Total, 14. 

The following societies were represented: California, Chas S. 
Sudlam, 21; Colorado, Guy H. Kennedy, 14; Georgia, A. Rich- 
ardson, 7; Illinois, F. F. White, 44; Massachusetts, Harvey S. 
Chase, 23; Michigan, A. Lowes Dickinson, 9; Minnesota, A. 
Lowes Dickinson, 6; Missouri, D. L. Grey, 18; New Jersey, Rich- 
ard F. Stevens, T. Cullen Roberts, 45; New York, Leonard H. 
Conant, Francis How, C. E. Le Jeune, 114; Ohio, J. S. M. Good- 
loe, Guy H. Kennedy, 26; Pennsylvania, R. H. Montgomery, H. 
G. Stockwell, 33; Washington, T. E. Ross, 8. Total, 368. Total 
members represented, 382. 

There were also present the following society members: John 
A. Cooper, Chicago, IIl.; August Hartkorn, Hoboken, N. J.; 
Thomas L. Berry, Baltimore, Md.; Leon O. Fisher, New York, 
N. Y.; Clarkson E. Lord, Hoboken, N. J. 

Societies not Represented—Maryland, 21; Tennessee, 8. 
Total, 29. 

The president appointed the following committee on creden- 
tials: Richard F. Stevens, New Jersey; John A. Cooper, Illinois ; 
R. H. Montgomery, Pennsylvania. 

This committee examined the credentials of the members-at- 
large and society members, and made the following report : 


The committee on credentials respectf.illy report that thirteen societies 
(above mentioned) have handed in prover credentials representing 368 
votes. 

Your committee further report that members-at-large, numbering IIT, 
are each entitled to a vote. Several societies have appointed delegates who 
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are not members of their respective societies. Owing, however, to the 
vagueness of the by-laws the committee have decided to pass their 


credentials. 
(Signed) RicHarp F. STEVENS, 


Joun A. Cooper, 
R. H. MontTcomMery. 


The minutes of the previous meeting of October 17, 1905, were 
confirmed as printed in the November, 1905, issue of THE JouR- 


NAL OF ACCOUNTANCY. 
The report on receipts and disbursements from October 17 last, 


as read by Treasurer Kennedy, will be found in the report of the 
executive committee included in these minutes. 
The president then requested the secretary to read the report of 


the board of trustees as follows: 


Report of the Board of Trustees. 


The Board of Trustees beg to report to the members that following upon 
the annual meeting held October 17 last they held their first meeting, there 
being present: J. R. Loomis, president (who acted as chairman of the 
meeting) ; A. Lowes Dickinson, secretary; Guy H. Kennedy, treasurer; 
J. E. Sterrett, Pennsylvania; Thomas L. Berry, Maryland; J. S. M. Good- 
loe, Ohio; J. Porter Joplin, Illinois; E. W. Sells, New York; R. H. Mont- 
gomery, Pennsylvania; Franklin Allen, New York; R. F. Stevens, New 
Jersey; Harvey S. Chase, Massachusetts; John A. Cooper, Illinois; H. T. 
Westermann, Missouri ; Charles L. Hehl, Maryland. 

At this meeting Messrs. E. W. Sells, J. E. Sterrett, Franklin Allen and 
Harvey S. Chase were elected members of the executive committee in 
addition to the president, secretary and treasurer, ex-officio. 

The second meeting of the Board of Trustees was held on the following 
morning, October 18, at which were present: President Loomis, Secretary 
Dickinson, Treasurer Kennedy, E. W. Sells, R. H. Montgomery, John A 
Cooper, H. T. Westermann, J. Porter Joplin, Harvey S. Chase and J. S. M 
Goodloe. 

Charles J. Nasmyth was appointed assistant secretary to the Associa- 
tion, with remuneration of $1,200 per annum, and immediately entered 
upon his duties. 

A complaint against a member of the Association by a member of the 
Association under Article VII, Section 1, sub-divisions 2 and 3 of the 
by-laws was considered. This matter has formed the subject of corre- 
spondence during the last few months, and the member in question has 
been asked to attend before the Board at their meeting held this morning. 

The Board, after hearing the member and his counsel, decided not to 
take any action on the complaint. 

The Board have adopted the policy of absolute secrecy in the case of 
complaints made against members of the Association as to the identity 
of the member complained against and of the member complaining, believ- 
ing that this is in the best interests of the Association, at any rate until 
it has become necessary to take definite action against any such member. 

Applications of two ‘affiliated societies for grants towards the cost of 
attempting to secure C. P. A. legislation were considered, and it was 
decided that the Association had no funds out of which to make any such 
grants at the present time, although they are entirely in sympathy with 


the objects in view. 
THE JOURNAL THE OFFICIAL ORGAN. 


The incorporation of The Accountancy Publishing Company was re- 
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ported, the objects of the company being to publish THe JourNnaL or Ac- 
COUNTANCY, and the trustees unanimously decided to accept the donation 
of the Illinois Society of Certified Public Accountants of eight hundred 
(800) shares of common stock in that company, fully paid and non- 
assessable, on condition that the American Association should appoint a 
committee to superintend the conduct and publication of THe JouRNAL, 
but should otherwise undertake no financial responsibility whatever to the 
company unless they should so decide, and it was further decided that 
such stock be registered in the name of the Association. The stock has 
been duly assigned to the Association and registered as aforesaid. 

The meeting further resolved to select THe JouRNAL oF ACCOUNTANCY 
as the official organ of the Association, authorized to publish such fact, 
and further instructed the secretary to publish in THE JourNaAL such re- 
ports, notices, etc., as should properly appear therein. 

The following matters were referred to the executive committee with 
full power to act thereon: 

(1) The payment of the whole cost of the dinner held at the Hotel 
Astor, October 17, amounting to approximately seven hundred and fifty 
dollars ($750.00) in excess of the tickets paid for by members, this amount 
to be charged against the surplus funds of the Association brought for- 
ward from the preceding year. 

(2) To pay all current expenses of the Association for the year, pro- 
vided that such expenses shall not exceed the income for the current year. 

(3) To consider, and, if thought desirable, change the design of the 
membership certificate, and to defray the cost of the same out of the 
surplus of the preceding year. 

The report of the executive committee upon these and other matters 
which they have had under consideration is submitted herewith. 

The president nominated the members of the various standing commit- 
tees, the names of whom have already appeared in THe JouRNAL oF 
ACCOUNTANCY. 

NEW MEMBERS OF ASSOCIATION. 

The Board, in pursuance of the policy of the Association to draw into 
the ranks of its membership all reputable practicing public accountants, has 
received and acted upon a number of applications for membership, and 
the following have been duly elected at the meeting this morning: 

Fellows-at-Large—John MacLetchie, New York; Willis B. Richards, 
New York; J. McNewton Gunn, New York; Samuel M. Dix, New York; 
William H. Foster, New York; Charles M. Jameson, New York; Charles 
J. Nasmyth, New York; George Black, Portland, Oregon; William Leslie, 
New York. 

Elected Associate-at-Large—William F. Russell, New York. 

Elected as Society Members—California: J. F. Forbes, associate; W. H. 
Cramer, associate. Illinois: F. F. White, fellow. Massachusetts: Chas. 
W. Wolcott, fellow. Missouri: A. Lowes Dickinson,* E. G. H. Kessler, 
S. H. Rodway, fellows. New Jersey: Wm. D. Barclay, Chas. H. Barkley, 
fellows. New York: A. L. Tinsley, P. C. Wiegand, Frank Broaker,* 
F. C. Manvel, Geo. G. Foster, W. J. Gunnell,* H. W. Immke, C. E. 
Niles, H. A. Niles,* T. Koehler,* P. B. Rigby, E. M. Hyans, fellows. 

The Board of Trustees commend the proposed amendments to the con- 
stitution and by-laws to the careful attention of the members, as well as 
the following additional amendments, which will be moved in due course: 

First—Definition of duties of Journat Committee. In Article I of the 
by-laws add a Section 14: To supervise the publication of THe JoURNAL OF 
AccouNTANCY and to direct its policy on behalf of the American Associa- 
tion and in conjunction with the directors of the Accountancy Publishing 
Company. 

Second.—In Article II, Section 2-A, of the constitution, for the words 
“at least three years previous” to read the words “at least three years 
next previous.” 

*Already Members of American Association. 
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A HIGH EDUCATIONAL STANDARD. 

The Board also commend to the careful consideration of the members 
the following resolution which will be offered, and express their entire 
sympathy in any and all attempts to obtain a higher standard of both 
educational and practical qualifications for membership in the Associ- 
ation and its affiliated societies: 

That this meeting of the American Association of public accountants 
believing that it is in the best interests of the profession of public account- 
ancy that the standard, both educational and practical, for membershi 
in the American Association and its affiliated societies should be raised, it 
recommends the adoption as soon as practicable of the following qualifica- 
tions for fellowship in this Association: 

(1) Each applicant shall pass two examinations in the theory and prac- 
tice of accounting and in the laws relating thereto and in such other 
subjects as may be from time to time prescribed, one of such examinations 
being an elementary one and the other a higher one to which the applicant 
is only admitted after he has had three years’ practical experience in the 
office of a public accountant; or 

(2) Shall have obtained a certificate as certified public accountant, 
chartered accountant, incorporated accountant or other recognized degree 
as a result of two examinations and a period of practical experience 
similar to that required in clause I. 


Report of Executive Committee. 
The secretary then read the report of the Executive Committee 
to the Board of Trustees, submitted to the latter at their meeting 


in the morning. 

Your committee beg to report that they held their first meeting October 
18, 1905, and decided to meet regularly on the fourth Thursday of each 
month. Altogether, in addition to the first, four regular and two special 
meetings have been held and the attendances have been as follows: Presi- 
dent Loomis, 6; Secretary Dickinson, 7; Treasurer Kennedy, 2; Franklin 
Allen, 6; E. W. Sells, 5; J. E. Sterrett, 2; Harvey S. Chase, 3. 

Under the resolution of the Board of Trustees of October 18, bills to 
the amount of $2,544.78 have been passed for payment. The total receipts, 
including the balance of $1,632.76 on hand October 18, as shown by the 
report of the treasurer, have amounted to $5,454.38, leaving a balance on 
hand of $2,909.60. 

The net cost of the banquet held October 17 last, as well as the cost 
connected with the new certificates of membership, were directed to be 
paid out of the balance brought forward from the preceding year. The 
latter expense has not yet been incurred, but is estimated at about $300. 

The following is a summary of the cash transactions since your committee 
assumed control thereof: 

Balance at October 17, 1905 
Dues collected to October 1, 1905 


Deduct: 
Cost of Banquet 
Less—Sales of Tickets and Wine Rebate............ 


Balance of late Secretary’s remuneration.............. 
Address to late Secretary 


Adjusted Balance 
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Income for the year 1905-1906: 
Initiation Fees 
Members-at-Large: 

69 Fellows 
13 Associates 


Societ Members : 
15 Societies 


Interest and Sundries 


Deduct: 
Expenditures incurred from October 18, 1905, to February 
19, 1906: 
Assistant Secretary’s Salary to January 31 
Stationery and Printing 
Journal Subsidy Proportion 
1,000 Copies of First Number of Journal 
Typewriter purchased 
Treasurer’s Bond 
Postage, Telegrams and Sundries 


Balance 


The dues of all society members have been paid; and of 110 fellows-at- 
large, of whom 106 were certified by the committee of credentials at the 


October meeting, and of whom 73 voted, 69 have paid their dues; 6 have 
resigned their membership and 35 are in arrear with their subscriptions, 
of whom 11 are also members of state societies. It will be noted that 
the number of members who voted at the October meeting is 4 in excess 
of those who have paid dues. There are also 13 associate members-at-large 
in arrear with their subscriptions. The total further income to be col- 
lected, if all these members duly pay, is as follows: 


35 Fellows 
13 Associates @ 


There is also still due to the Association the balance of cash remaining 
— of the late Federation of Societies of Public Accountants, viz. : 
.16. 

Your committee authorized the payment of a subsidy of $250 per annum 
to the Accountancy Publishing Company in consideration of which the 
latter will devote space of not less than fifteen pages in THe JouRNAL 
during the twelve months to the publication of such official notices of the 
Association as may be sent from time to time for publication, it being 
understood that the term “official notices” does not include news items, 
which will be published free of charge to the Association. If said official 
notices in any one year occupy a space in excess of fifteen pages the excess 
is to be naid for at the rate of $20 a page by the Association. 
There were also authorized sums of $22.25 for a special report of the pro- 
ceedings at the annual meeting and banquet of October 17 last, and of 
$100 for 1,000 copies of the first issue of THE JoURNAL, which was sent to 
all known accountants and others interested. 

It was resolved that the expenses of the non-resident members of your 
committee, when attending the meetings on a special request, be paid by 
the Association, but that the ordinary notice of meetings is not to be 
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regarded as a special request for this purpose, and no payment has so 
far been made on this account. 

The by-laws amendments reported by the By-Laws Committee, notice 
of which has already been given to the members of the Association, as 
also the following additional amendments suggested by your committee, 
are submitted for consideration: 

First.—Definition of duties of Journal Committee. In Article I of the 
By-Laws add a Section 14: To supervise the publication of the Journal 
of Accountancy and to direct its policy on behalf of the American Associa- 
tion and in conjunction with the Directors of the Accountancy Publishing 
Company. 

Second.—In Article II, Section 2-A, of the Constitution, for the words 
“at least three years previous,” to read the words “at least three years next 
previous. 

In view of the change in the Constitution of the Association, your com- 
mittee decided to discontinue the scholarship to the New York School of 
Commerce, Accounts and Finance of $100 per annum, and to refer the 
same to the New York State Society for action as being a local state matter. 

A complaint against a member was considered and will be brought 
before your Board to-day for action. 

A special committee, consisting of E. W. Sells, J. E. Sterrett and 
Harvey S. Chase, was appointed to consider the question of uniform tariff 
rates, with power to communicate with state secretaries, and to report to 
this committee. The chairman has reported, verbally, that some progress 
has been made, but it is not possible at this date to render any report. 

THE OHIO C. P. A. BILL. 

The bills brought forward in the Ohio and Rhode Island Legislatures to 
create the degree of C. P. A. were referred to the Legislative Committee, 
and their reports thereon, which have been sent to the state societies inter- 
ested, are submitted herewith: 

January 31, 1906. 
To tHE ExecutivE CoMMITTEE, American Association of Public Ac- 

countants, 54 William Street, New York City: 

Report of the Legislative Committee in re Proposed C. P. A. Bill of 
the State of Ohio.—This bill is framed upon what is known as the “State 
Board” form; and the draft herewith shows great care on the part of the 
Ohio Society in its work; that it had the co-operation of the Ohio State 
Board of Commerce, and that it was prepared by Francis P. James, Esq., 
counselor, of Cincinnati. 

The draft is so exhaustive in its make-up, from title-page to annotations, 
that it needs little review on the part of this committee beyond these prac- 
tical features that may be considered as improvements upon, or changes 
or departures from, the model Bill of the Federation. 

Section 409-69 (d).—This clause grants the privilege of application for 
a waiver period of six months to any Public Accountant in the United 
States, and consequently for that time any member of the American Asso- 
ciation has the option of availing himself thereof if he so choose. 

It may be advanced that those persons who fail to obtain certificates in 
other States under the “waiver clause,” those who had failed to pass their 
examinations, or such practitioners as had disregarded their opportunity to 
obtain certificates, might obtain Ohio certificates and therefrom form a 
nucleus for separate societies in the leading states, say of New York, 
Pennsylvania and Illinois, but we do not feel that the Ohio State Board 
would be actuated by indifference to the cause generally in carrying out 
their functions. In fact, quite the contrary. 

We feel sure that unless applicants, under the “waiver clause” from 
outside states, are substantially endorsed by leading members of the pro- 
fession, and are recognized by this Association, the applicants will not 
meet with favor in their application. 
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Section 409-70 (b)—known as the “Reciprocal Clause.”—While this 
feature is broader in its expression than the like clause in the Federation 
bill to the extent that it says, “or by or under the authority of a foreign 
nation,” we do not construe this broadly enough to cover the well-known 
conditions in Great Britain and Canada, where the practitioner is known 
as a “Chartered Accountant.” 

This committee is informed that recently a few accountants in London, 
England, who were unable to secure recognition, either from the Char- 
tered Accountants’ Society or from the Incorporated Society of Account- 
ants and Auditors, made application to the “Board of Trade” for a charter 
as a Society of Certified Public Accountants. 

Should this proposition or any similar one succeed either in Great 
Britain or the Dominion, the members of such society might claim admis- 
sion to Ohio, but the members of the senior and well-known societies re- 
ferred to above, the Chartered Society of Edinburgh, that of Ireland, or 
those of Canada, would not be eligible. A literal construction of this 
clause would debar Chartered or Incorporated Accountants from its privi- 
leges, while encouraging the upbuilding of another society. 

The point may be considered as remote, but there is a principle involved 
which should be weighed by this Association. 

Section 409-71.—While this clause is brief and appears to restrict the 
practice in the state tothose holding Ohio certificates, this committee does 
not construe it so rigidly that it would debar accountants from other states 
from making examinations in the interests of clients of their own states, 
so long as they do not either take a local clientele or have a regular place 
of business within the State of Ohio. This is a constitutional privilege. 
There can be no parallel drawn between the practice and regulation of 
law or medicine through the Ohio statutes and our profession, the funda- 
mental conditions are quite different. 

Upon this point your committee is at issue with the Ohio society. 

We recommend that should this bill pass, the Executive Committee of 
this Association notify its entire membership by circular of the conditions 
laid down in Section 409-69 (d). 

Respectfully submitted, 


THE RHODE ISLAND BILL. 


Joun Avexr. Cooper, C. P. A., 
First National Bank Building, 
Chicago. 


February 8, 1906. 
To tHe Executive Committee, American Association of Public Account- 
ants, 54 William Street, New York: 

Report of the Legislative Committee in re Projected C. P. A. Law for 
the State of Rhode Island.—This bill follows the lines laid down by the 
model for a State Board, and adheres closely to the text thereof. 

Section 3.—Following the classification of the four usual features of the 
examinations are the words “and such other subjects as the Board may 
determine.” 

This we commend highly, as in consonance with the views expressed 
by several members of State Boards that examination papers should em- 
brace broader general lines of education. 

Section peat” compensation is to be paid to the Board of Examiners. 

Section 5.—The certificate of registration for practitioners holding C. P. 
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A. certificates of other states is to cost fifteen dollars. In most instances 
this fee is ten dollars only. 

Section 6.—The waiver clause is operative for six months only and 
requires “more than three years before the passage of the act, practising 
in this state on his own account.” 

The restriction to six months for this clause, we commend as sufficient 
for the purpose. 

The model bill calls for a one year’s practice only, and we commend 
the change in the bill under consideration, but suggest that the quoted 
—— be amended to read “three years next prior before the passage of 
this act.” 

Actual experience of the importance of this small change has been re- 
vealed to one of our societies. 

Respectfully submitted, 
(Signed) Jno. A. Cooper, Chairman. 


The Executive Committee also took action through the president and 
secretary, with the view to amending a proposed clause in the Ohio Bill, 
which limited the practice of accountancy in that state to certified public 
accountants, on the ground that such a clause would prohibit from prac- 
ticing in that state a large number of members of the Association. Largely 
as a result of this action the clause in question was, with the approval of 
the Ohio State Society, dropped from the bill. 


THE MISSOURI BILL. 


The Legislative Committee have also had under consideration the draft 
bill proposed for the State of Missouri, and have reported thereon as 
follows: 

Chicago, January 15, 1906. 
To THE Executive ComMiITTEE, American Association of Public Account- 
ants, 54 William Street, New York City: 

Report of the Legislative Committee in re Proposed C. P. A. Law of 
the State of Missouri—This bill follows the lines laid down by the 
Federation model for the University form. 

We recommend that the Missouri Society before making their next 
effort to have the law passed, revise as follows: 

That the words “than twenty-five or more,” in Section X, be struck out, 
for the reason that it is an open question what constitutes “‘an offense,” 
one day or one report of an audit wherein the signature is evidence. There 
is no definition of this point in any bill so far. 

That Section XI be struck out, it is negative at the best, but calls at- 
tention to the possibilities of “free lance” practice, which no profession 
should countenance by record. 

That the society communicate with this committee when it is time to 
again approach their State Legislature, as suggestions develop from time 
to time that may benefit the cause in their state. 

Jno. A. Cooper, Chairman. 
L. H. Conant. 


THE FLORIDA BILL. 


The Act of the Legislature of the State of Florida entitled “An Act to 
create a State Board of Accountancy and to prescribe its powers and 
duties to provide for the examination of qualified Accountants and to pro- 
vide a penalty for violation of this Act” was also submitted to the Legis- 
lative Committee, whose report submitted herewith was adverse to some 


clauses: 
Chicago, January 8, 1906. 
To tHe Executive Committee, American Association of Public Account- 
ants, 54 William Street, New York: 
Report of the Legislative Committee in re C. P. A. Bill of the State of 
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Florida—This bill passed the House as No. 28 on May 10, 1905, was 
reported favorably out of Senate Committee, May 15, 1905, was passed 
by the Senate on or before May 29, 1905, and was approved by the 

overnor, June 5, 1905. 

Section I—The usual clause as to citizenship is lacking—any resident of 
the State that is of age (21) is eligible. 

The question what constitutes a resident by the statutes or precedents 
in that State is the only obstacle to the broadest construction of this section. 

Section II.—There is nothing to prevent the Governor from appointing 
persons other than practising professional Accountants upon the State 
Board of Accountancy—the appointees may be salaried employees, lawyers 
or politicians. 

Section IV.—Funds remaining in the Treasury of the Board are to be 
turned into the State Treasury annually for the benefit of the School Fund. 
Per contra, any deficit is not to be a charge against the State Funds. 

While there might be a surplus the first year, due to initial applications 
under the waiver clause, subsequent years will doubtless show a deficit, 
which will fall as an assessment upon the members of the State Society. 
In fact, the first year’s revenue is an uncertainty, owing to the discretionary 
clause in Section VI. 

Section VI.—The “Waiver Clause,” so called. The fee for certificate 
is at the discretion of the Board. In all other States the fee is $25.00. 


Every practising Accountant of three years’ standing, up to June 5, 1905, 
can avail himself of the waiver clause without much or any expense at 
the Board’s discretion. 

The Board may be quite out of touch with the ideals and aims of the 
Public Accountant, and after June 5, 1906, any foreigner or unsuccessful 
applicant of another state, after a more or less brief period of residence in 


Florida, may, as the result of a facile examination, be given a certificate 
with which to return to his original home state, if a citizen, and there be 
granted registration under the reciprocity feature. 

The wording of this bill shows that the model “State Board” bill of 
the Federation was used in making the draft, but the excisions and changes 
are of such fundamental importance that this committee recommends that 
investigation be made (say through the Associated Society of the State 
of Georgia) : 

First.—As to the personnel and organization of the Florida Society, and 
whether the membership is composed entirely of professional Accountants. 

Second.—As to the conditions and results to date of the transactions 
under this C. P. A. Law. 

Third.—That the Florida Society be requested to take early action to- 
wards such amendments to the bill as will meet with the approval of this 
Association. 

Respectfully submitted, 
(Signed) Jno. A. Cooper, Chairman. 
H. T. WESTERMANN, 
L. H. Conant. 


The report has been sent to Walter Mucklow, president of the Florida 
Society, suggesting its amendment, and an interesting reply from him is 
submitted. 

The president and secretary also had an interview with Mr. Mucklow, 
who is a practising public accountant, fully in accord with the aims and 
objects of this Association, and it is hoped that good results may follow. 

A new form of certificate of membership has been prepared and ap- 
proved and a first proof is submitted herewith. As soon as the necessary 
copies are lithographed, each member of the Association will, if he so 
desire, be supplied with one in exchange for his old certificate, as required 
by Article VII of the Constitution. 
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Mr. Harvey S. Chase reported to the Committee that he was endeavor- 
ing to get the Civic Federation to ask for the co-operation of a committee 
of this Association in their investigation as to the municipal ownership 
question, and has given notice of his intention to move a resolution on this 
matter at the forthcoming general meeting. 


INTERSTATE COMMERCE BILL. 


Your committee have had under consideration the amendments to the 
“Act to regulate Commerce,” known as the “Interstate Commerce Act,” 
and have addressed the following letter to the chairman of the Committee 
on Interstate Commerce: 

The secretaries of the state societies have also been asked to use their 
influence with the United States Senators from their states in favor of 


the suggested amendment. 
New York, January 31 ,1906. 
Hon. STepHen B. ELkIns, 
Chairman Interstate Commerce, Washington, D. C.: 

Dear Sir.—On behalf of the American Association of Public Accountants 
I have to ask your careful consideration of the views of its members with 
regard to the verification and examination of statements to be made under 
the proposed bill to amend the Act to Regulate Commerce, and to suggest 
that in the interests of the community such examinations as are called for 
under the amendment to Section 20 should not be entrusted to other than 
properly qualified accountants. 

The American Association of Public Accountants includes in its mem- 
bership practically all practicing accountants in the United States, both 
those who hold degrees as certified public accountants under the laws of 
the various states, as well as those who have other and equal qualifications. 
A high standard of qualification, based on practical experience, is required 
of all its members and the Fellows of the Association must have been 
actively engaged in the practice of their profession for not less than three 
years prior to their admission. 

Recent events in connection with the state insurance departments, as well 
as experience of other similar departments, have shown that examinations 
of accounts conducted by politically appointed bodies are inefficient, mainly 
for the reason that neither the members nor the staffs of these bodies 
have, as a rule, had any practical training in accounting work and they 
are consequently not in any way qualified to conduct such examinations as 
will be called for under the proposed bill. 

The impartiality, responsibility and high qualifications, both by educa- 
tion and experience, of the members of the profession of public accountants 
have for many years past been freely recognized by the commercial com- 
munity, and it is becoming increasingly the custom to rely upon their cer- 
tificates where any question involving figures is under consideration. 

Under these circumstances the American Association of Public Ac- 
countants, speaking for the whole of its members, feel that it is fitting 
that both the federal and state governments should recognize its members 
to the same extent that they have already been recognized by the com- 
mercial community and by the governments of other countries, particu- 
larly Great Britain. It is also a matter of record that the federal govern- 
ment has frequently had occasion to privately consult members of the 
profession and to engage their services in administrative investigations, 
and it seems reasonable now to suggest that the practice might, with 
advantage to the public service, be officially recognized by the national 
legislature. 

Under section 20, page 33, line 19, of the proposed bill, the Interstate 
Commerce Commission is given power to “employ special agents or ex- 
aminers who shall have authority under the order of the commission to 
inspect and examine any and all accounts, records and memoranda kept 
by such carriers.” 
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I am instructed by the American Association of Public Accountants to 
request the careful consideration of the following amendment to that clause, 
giving power to the commission to employ recognized public accountants 
to conduct such investigations as may be required: 

*Page 33, line 19—Commencing after the word “employ” amend to 
read as follows: “As special agents or examiners, Public Accountants 
recognized as such by legal enactment in any State, whose éertificates of 

ualification from such States shall be filed with the Interstate Commerce 
ommission, but nothing herein shall be construed to prevent the employ- 
ment, as such agents or examiners, of others than Public Accountants in 
States where no legal enactment recognizing the profession of Public Ac- 
countants is in force; such special agents and examiners shall have 
authority, etc.” 

Any further information you may desire either with regard to the stand- 
ing of the members of the American Association of Public Accountants 
and their right to speak for the profession or otherwise, I shall be very 
pleased to furnish you. The Association would also be pleased to have a 
deputation of its members wait upon yourself and other members of the 
committee in Washington to further explain their views in person. 

Yours very truly, 
A. Lowes DIckINson, 
Secretary. 


Report of Committee on Meetings, Etc. 


The committee on meetings, lectures, library and bulletins has been 7 
useful work in bringing together the different societies, and the report o 
the chairman, Mr. Francis How, is submitted herewith : 


26 BroapWwaAy. 


New York, February 14, 1906. 
To tHe Executive Committee, American Association of Public Account- 
ants, 52 William Street, New York City: 


Gentlemen.—I beg leave to make the following report on the progress 
of the Committee on,“ Meetings, Lectures, Library and Bulletins.” 

Under date of the 15th of November, 1905, a circular letter was addressed 
to the secretaries of the fifteen societies, explaining the duties of your 
committee, soliciting their aid and co-operation, and laying special stress 
upon the advisability 

(1) Of making arrangements whereby papers from time to time might 
be read before societies by others than their members. 

(2) When such lectures are of general interest, the same should be 
printed and distributed, and in cases where they are of special merit, they 
should be published in the “Journal of Accountancy.” 

(3) Suggesting that after the delivery of a lecture, the subject matter 
be thrown open for discussion by those present. 

Replies expressing desire to co-operate along these lines were received 
from Pennsylvania, Massachusetts, Maryland, Missouri, Illinois, Ohio, 
New Jersey and California associations. 

So far, however, your committee has not succeeded in obtaining any 
direct results, although it may be mentioned that the writer offered to meet 
the members of the Maryland Association and to read a paper, but, un- 
fortunately, the proposed date was not a convenient one and consequently 
nothing came of this suggestion. 

At the monthly meeting of the New York State Society, on the 8th of 
January, 1906, when the subject of “Inventories and the Accountant’s Re- 


*The clause to which this amendment is pogpeet has now become Section 20, page 22, 
e 


of the ‘‘ Hepburn”’ bill which has passed t ouse of Representatives. 
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sponsibility” was discussed, an invitation to attend was issued to members 
of the New Jersey, Maryland, Illinois, Massachusetts, Pennsylvania and 
Ohio societies. Probably on account of none of these out-of-town mem- 
bers being in the city, this invitation was not availed of. 

As the year advances and the pressure of business becomes lighter, we 
believe that your committee will be able to make more material progress 
than we can now report. 

Speaking generally, we have only succeeded so far in arousing interest 
among the various societies. 

Yours faithfully. 
(Signed) Francis How, Chairman of Committee. 


The enlargement of the committee suggested in the amendment to the 
by-laws will materially enhance its usefulness. 


Suggestions from Journal Committee. 


THE JournAL Committee, under the chairmanship of Mr. E. W. Sells, 
have taken up with energy the supervision of THE JouRNAL oF ACCOUNT- 
ANCY and have submitted to your committee various suggestions for ap- 
proval. The most important of these had relation to the attitude which 
the JourRNAL should take towards audit companies and towards notices of 
changes in partnerships and offices of members of the Association; your 
committee resolved that it be the policy of THe JouRNAL oF ACCOUNTANCY 
not to recognize so-called audit companies as professional accountants, and 
to discourage their recognition as such by the public in every possible way. 
And it was further resolved that notices relating to changes in partner- 
ships or of the business offices of members of the Association should be 
accepted by THE JouRNAL, provided that they be published in such form 
as to eliminate any appearance of personal advertising. 

Your committee have prepared and submit for your approval a letter 
to newspaper editors throughout the country suggesting that they accord 
a greater measure of their support to the profession: 


To THE EpiTor, 


Dear Sir.—This Association now represents by affiliation all societies 
of accountants throughout the United States. Its objects are to maintain 
a high standard of efficiency, both intellectually and morally, among its 
members and in this way continually increase its usefulness to the com- 
mercial community. 

With the concurrence of the Board of Trustees we would urge upon 
you the importance, in the interests of the community, of encouraging the 
tendency to have all statements of the earnings and financial condition of 
public corporations certified by members of the accountancy profession. 

The necessity for periodical examinations of these accounts is now gen- 
erally admitted, and recent disclosures have emphasized the need which 
the investing classes have for the protection which an honest and reliable 
certificate thereto can furnish. The value of this protection, great as it is, 
is hardly realized as fully as it should be and the press can undoubtedly 
bring about a greater appreciation of its necessity. 

It is the practice to publish from time to time notices of the reports and 
financial condition of corporations. In a great number of these cases the 
correctness of these statements is certified to by public accountants, but 
this certificate is rarely, if ever, given in the press notice. By the mention 
of the fact that the accounts are so certified by a public accountant, without 
necessarily giving the name of the individual or firm, the attention of the 
public will be called to the absence of such certificates in many cases where 


435 





The Journal of Accountancy. 


they are very desirable. Articles upon general commercial matters pub- 
lished in the press might well refer to the advantages to be derived from 
an independent verification of facts and figures submitted either by pro- 
moters or officers of corporations. 

It is, however, very necessary to sound a note of warning against so- 
called audit companies, consisting usually of a number of financiers who 
combine together, form a corporation and employ accountants of more or 
less efficiency to carry out examinations on their behalf; such examinations 
may not be any protection to the public at large, by reason of the fact 
that they cannot be independent and impartial so far as the affairs of these 
directors and of their friends or business associates are concerned. The 
latter are interested in putting their enterprises before the public in the 
most favorable light and are not, as is the independent public accountant, 
pledged by their training and by the ethics of their profession to protect 
the public against misstatements or over-sanguine statements of results 
which may be put before them. 

We trust that on careful consideration of this matter you will feel dis- 
posed to agree with our views and take some action as suggested. 

Yours very truly, 


Your committee have to report, with regret, the death of General W. B. 
Bend, the secretary and one of the founders of the Minnesota Society of 
Public Accountants, and suitable resolutions of condolence were trans- 
mitted to that society. 

J. R. Loomrs. 


On motion of Mr. Stevens, seconded by Mr. Montgomery, both 
reports were unanimously accepted and voted to be spread upon 
the minutes. 


Report of Legislative Committee. 


The following report of the Committee on Legislation was read 
by Chairman John A. Cooper, and on motion of Mr. Stevens, 
seconded by Mr. Ludlam, was ordered approved and spread upon 


the minutes: 


The duties of the committee on legislation, as defined by the executive 
committee, are: 

“1. To prepare a model C. P. A. bill; 

“a a repare a model constitution ‘and by-laws for state societies ; 

~~ * ook up matters upon which the committee may be advised rela- 
jm Pe federal legislation of interest to the Association; 

“4. To communicate with state societies in regard to matters of state 
legislation.” 

In the preparation of a model C. P. A. bill this committee has placed 
itself in communication with all the societies of states that have the law 
in force, with a view of ascertaining from the several boards of examiners 
particularly in what respect their local statutes are susceptible of improve- 
ment, as deduced from the actual experience under working conditions. 

We are pleased to acknowledge through this channel that specific re- 
sponses have been received from the following states: California, Illinois, 
Maryland, Michigan and Washington. 

The points advocated in these instances are briefly stated here that the 
members may give them due consideration : 

That examinations be held annually or not less frequently than that: 
is found that to definitely require two or more examinations yearly is rot 
unnecessary. 
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That three examinations be required of each applicant before full cer- 
tificate be issued: a preliminary, intermediate and final, the latter follow- 
ing a term in actual practice. 

That a portion of the examination should be oral. 

That the board of examiners consist of five, three to be accountants, 
one a lawyer and one a merchant or banker. 

That the “waiver” term be limited to six months. 

The opinion of this committee upon these points is not material at this 
juncture, it will appear in the draft of the model bill to be submitted, we 
hope, at the fall meeting; in the meantime we are in a receptive mood for 
the views of the societies of New York, New Jersey and Pennsylvania. 

This committee has as yet taken no steps towards drafting a model con- 
stitution and by-laws for state societies. This also we hope to report 
upon before the next meeting. 

Nothing appertaining to federal legislation or recognition has been pre- 
sented to this committee. 

While the accountant in practice is now recognized as an established 
element of, and necessary to, the carrying on of interstate commerce, 
there is no way of gaining federal statutory support except as an educa- 
tional body of national importance. Withoutexaggeration it maybe safely 
claimed that in the larger industrial centres the accountant’s work is 
looked upon as that of a profession and correspondingly esteemed as such; 
still we should not lose sight of the obvious fact that we are only at the 
first stage of development. There is much to be done by this Association 
and the state societies in the way of co-operation, elevation of standards, 
adherence to and protection of the privileges bestowed by the several 
state C. P. A. laws before we can attain the position that will justify appli- 
cation to the Washington authorities for recognition. 

This committee has knowledge of a technical violation of the law in one 
state where the matter has been placed in the hands of legal counsel. It 
is to be hoped that in course of time precedents may be established that 
will indicate that not only do we jealously guard the privilege granted, but 
that those who abuse it may expect their deserts. 

In regard to state legislation contemplated in the near future, now 
before the legislatures or recently enacted, this committee has reviewed 
and reported to the executive committee relative to the bills of the states of 
Florida, Missouri, Rhode Island and Ohio. We are not advised of any 
action projected by other states during the current year. 

In 1907 the legislatures of four states, to wit: Colorado, Minnesota, Ten- 
nessee and Utah will be approached by the societies of these states as 
this committee is advised. 

The Florida bill was passed and is now in force; it needs much revision 
or amendment before it can be agreeable to the standards of other states. 

The Missouri bill will be much improved before the next assembly meets, 
and every care will be taken to profit by the results under working condi- 
tions in other states. 

The Rhode Island bill is a document to be commended as in line with 
the Federation’s model for State Boards. 

The Ohio bill calls for the fullest consideration of this Association. It 
was drawn up with much care under legal counsel and with the co-opera- 
tion of the State Board of Commerce. As a technical piece of work it is 
a model in its design, some features, which are more fully treated in this 
committee’s report of January 31, 1906, to the executive committee, are 
radical changes from any bill heretofore passed. 

Section 409-70 (b).—The Reciprocal Clause, while recognizing a cer 
tificate “by or under the authority of a foreign nation” is restricted to 
Certified Public Accountants, as defined in the act, hence it is without 
significance; in fact, nugatory. 
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Section 409-71.—Restricts practice in the state to those holding Ohio 
certificates. This committee takes exception thereto because “practising 
within the State” may be construed to cover cases where practitioners from 
other states or countries are sent to Ohio by their home clients for a 
specific purpose. Should such accountant solicit a local clientele or open 
an office for the purpose of inviting patronage he would be violating the 
state law; but under the circumstances first named he is a free agent acting 
within his rights as a necessary element of interstate commerce, and, to 
quote the constitution, ““No state shall enforce any law which shall abridge 
the privileges and immunities of citizens of the United States.” 

It is advanced by the Ohio Society that the precedents under their state 
laws relating to the legal and medical professions support their position, 
but this committee denies that the conditions are parallel, and, therefore, 
notes its exception to the bill as it reads. 

This committee has constantly borne in mind the duties and limitations 
of this Association, as expressed in its constitution (Art. I, Sec. 2-E and 
Art. ITI). 

Where every state has heretofore evinced a spirit of mutuality, which 
tends to strengthen the ties that bind the several societies into a homo- 
geneous and fraternal body of professional men, who are bent upon attain- 
ing and supporting a high standard, practically and ethically, any restric- 
tive legislation such as that proposed by Ohio would foster the old ante- 
bellum spirit of “state rights” to the detriment of the general welfare of the 
profession. We therefore recommend that the Ohio Society be requested 
to amend their bill in so far as it runs counter to the spirit and purpose 
of the constitution of this Association. 

This committee, out of its experience, submits that societies that are 
considering the question of applying to their state authorities for a C. P. A. 
statute, would benefit by early communication with our secretary. Some 
of the legislatures only meet biennially, and if closure is ordered on new 
bills early in the session, it is practically impossible to have suggested 
changes introduced. 

Respectfully submitted, 
Jno. A. Cooper, Chairman. 
H. T. WeEsTERMaw, 
L. H. Conant. 


Report of Journal Committee. 

In the absence of the chairman, E. W. Sells, Mr. Montgomery 
(a member of the committee) read the following report of the 
committee, which was received with much interest, and on mo- 
tion, duly seconded and carried, was ordered approved and spread 


upon the minutes: 


In all important respects, the affairs of THz JourNAL are in a satisfactory 
condition and the prospects for its future are encouraging. The sub- 
scription list is fully as large as we expected it to be at this time, and the 
income from new subscriptions exceeds our anticipations: on the score 
of subscriptions we have had no disappointment except among the ac- 
countants themselves. Many members of the American Association have 
failed to evince their interest in THe JouRNAL by sending in their names as 
subscribers. THE JouRNAL’s strongest supporters are the bookkeepers and 
students of the country. It may be that the professional accountants are 
disappointed in THe JourNAL. It may be, on the other hand, that they are 
not awake to the importance of a professional journal, and so are not 
giving the matter the attention it deserves. Whatever the reason, THE 
JourNAL is not receiving from the professional accountants of the country 
the financial support which had been counted upon. 
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Nevertheless, the appreciation of THE JouRNAL manifested by interests 
outside of the profession leaves us without any grounds for apprehension 
with regard to the future. The editors have sought to make THE JoURNAL 
appeal not only to the accountants, but to special classes of business men. 
The December number dealt especially with the accounting methods of 
universities. The January number took up the needs of banking institu- 
tions, while the February number—the appearance of which has been de- 
layed unfortunately by the printers’ strike—appeals particularly to the 
interests of manufacturers. We have been very much encouraged by the 
response which these appeals to special interests have evoked. Subscrip- 
tions are coming in from bankers, from universities and from manufac- 
turers, to say nothing of the large ‘orders for single copies. It is the pur- 
pose of the editors to pursue the same policy in the future, and thus to 
call the attention of business men to the valuable services which the ac- 
countant can perform for them. The March number, for example, copy 
for which is now in hand, will treat especially of the accounting problems 
which are puzzling the railroads. Later numbers will be devoted to the 
problems of street railway accounting, department store accounting, munici- 
pal accounting, etc. We feel quite confident that in this way THE JouRNAL 
will secure a wide circulation, and that adequate means of support will be 
contributed by men not directly concerned in the profession of public 
accounting. 

Our subscription list also shows that bookkeepers and students of ac- 
counting in all parts of the country are inclined to look to THE JOURNAL 
as a helpful agency in their training. Ambitious young bookkeepers all 
over the country are eager to fit themselves for the practice of your pro- 
fession, and from such young men we are in constant receipt of subscrip- 
tions. If we bring THe JourNAL to the notice of all the young men of this 
character we feel sure that we shall have a subscription list which, by itself, 
would render THE JourNAL self-supporting. The business office is now 
doing its utmost to advertise THE JouRNAL among societies of bookkeepers 
in all the large cities. 

The income from advertising, in view of the fact that THe JourRNAL 
necessarily began with a small subscription list, has been much larger 
than could have been expected. If we could get the ear of the account- 
ants who are friends of THE JouRNAL, we should beg them to patronize its 
advertisers in so far as is possible without sacrifice. The advertiser must 
feel, sooner or later, that he gets his money back, and the average adver- 
tiser, unless he receives orders mentioning Tae JouRNAL oF ACCOUNTANCY, 
is liable to reach the conclusion that his money is being wasted. THE 
JourNAL has all the advertising it is entitled to expect on the basis of its 
present circulation, and none of its friends can do it a greater service than 
to let the advertiser know that they patronize him because of his adver- 
tisement in THE JOURNAL. Hereafter the income from advertising can 
only be expected to increase as the number of subscribers increases. As 
we are confident that the circulation will increase, we are cheerful with 
regard to the advertising outlook. 

It gives us pleasure to refer to our hook business, for this has been 
growing at a remarkable rate, and is yielding considerable profit. This 
business has been very little advertised, yet the growth of the income from 
it during the last month convinces us that it is a part of the business 
which must not be slighted. It is our policy to supply customers with any 
book whatever which treats of a business subject, and we are planning to 
keep in stock all the books for which there is more than occasional demand. 
There is no book concern in the country which makes a specialty of busi- 
ness publications or which can promptly fill any order for a book on ac- 
counting, bookkeeping, finance or economics. We intend to have it gen- 
erally known that the Accountancy Publishing Company makes a specialty 
of this business, and can supply any book, whether in English or in a 
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foreign language, more promptly than any other office. Whatever the 
success of THE JouRNAL with its subscribers or its advertisers, we feel 
quite confident that the profits from our sales of books will more than 
make up for any possible deficiency of revenue. 

In conclusion, we call attention to the fact that the editors and the 
business manager have been disappointed in only one particular, namely, 
that the professional accountants themselves have not come forward with 
the substantial evidence of interest in THE JouRNAL which we had hoped 
for. The correspondents in the various states, who are all accountants, 
have surprised us by their unselfish devotion of time to the collection of 
news with regard to the profession, but many practising accountants, who 
ought all to be on the subscription list, and who ought to take pride inthe 
fact that their profession has a dignified organ, are still waiting to see if 
they really want it. We are sure that if they understood the motives which 
have actuated the men who are responsible for the existence of THE Jour- 
NAL, their hesitation would come to an immediate end. 

SELLs, 
R. H. Montcomery, 
T. Cutten Roperts, 
Journal Committee. 


Report of Finance Committee. 


Chairman Richard F. Stevens reported as follows: 


There being an auditing committee, the matter of auditing the accounts 
of the Association does not come within the duties of the finance committee, 
and the extent of their supervision would seem to be limited to seeing that 
the expenses do not exceed the current receipts. 

The chairman desires to announce that he has audited all bills that have 
been passed by the executive committee and has certified the vouchers 
from the certified minutes of the executive committee; that no matters 
having been brought before them for consideration the chairman deemed it 
unnecessary to call any meeting of the other members, as they reside at 
a distance. 


Mr. T. Cullen Roberts, the late secretary of the American As- 
sociation, was formally presented with an illuminated testimonial, 
in accordance with the resolution passed at the annual meeting in 
October, 1905. 

In the absence of W. Sanders Davies, chairman of the commit- 
tee appointed to prepare the testimonial, R. F. Stevens (also a 
member of the committee) made the presentation address, to 
which Mr. Roberts responded in a few well-chosen words. The 
wording of the testimonial was as follows: 


On your retirement from the office of secretary, the members of the 
Association are desirous of placing on record their thanks for the services 
you have rendered them and the esteem in which you are held by them, 
and at the annual meeting of the Association, held at the Hotel Astor on 
Tuesday, the seventeenth day of October, 1905, the following resolutions 
were adopted: 

Resolved, That the members of this Association tender the retiring 
secretary, T. Cullen Roberts, C.P.A., their sincere thanks for the zealous, 
courteous and efficient manner in which he has filled the office during the 
more than ten years he has been its secretary. 
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At all times the members have been able to obtain the fullest informa- 
tion regarding the Association’s affairs, and all matters of general interest 
to the profession have been brought to their notice. By his many thought- 
ful and kindly acts he has endeared himself to us, and it is therefore 

Further Resolved, That the members extend to him their best wishes 
for his success, health and happiness in the years to come, and may it be 
our pleasure to greet him as a member of the Association. 


Amendments to Constitution and By-Laws. 


Mr. Duncan MacInnes, chairman of the By-Laws Committee, 
reported the work which had been performed by his committee 
and submitted the amendments to the constitution and by-laws 
which had been proposed and approved by the committee. Con- 
sideration of the amendments was immediately proceeded with 
and voted upon with the result as given below. 

On motion of Mr. Chase, seconded by Mr. Rose, it was unani- 
mously resolved that in order to facilitate progress the chairman 
should announce any amendment adopted where no objection 
was raised. 


Carried. 
CONSTITUTION. 


Art. II, Sec. 7, Line 6—To read: “Board of Trustees, taken either at a 
meeting thereof or by correspondence.” 

Art. II, Sec. 13—Add to section the following:—‘“; always provided, 
however, that such application for membership shall be referred to the 
State or District Society for report thereon as to the professional standing 
and characer of the applicant.” 

Art. VI, Sec. 1, Line o—Add after the word :—“‘Association,” the words: 
—‘‘except, however, that the President or other nominee of such Society 
at the date of the annual meeting shall serve as a Vice-President of the 
Association until the succeeding annual meeting, provided the said officer 
shall continue a member in good standing in such Society.” 

Art. IV, Sec. 3 (b), Line 9—Add after the words :—“the Members-at- 
Large;” the words:—“provided that any member nominated by a Society 
not having its full representation on the Board shall not be disqualified by 
reason of such nominee being a member of a Society which is fully 
represented.” 

Art. IV, Sec. 4—Delete the words “Finance Committee” on the first line, 
and on Line 7 add the words: “Committee on Journal” to follow the 
words “on Legislation.” 

Art. IV, Sec. 5, Line 4—After the word “By-Laws” add: “and the 
Committee on Meetings, Lectures, Library and Bulletins, which shall con- 
sist of such a number as may from time to time be decided by the Board 
of Trustees.” The continuance of this Section 5 to read: “A majority of 
each Committee shall constitute a quorum thereof, other than the Com- 
mittee on Meetings, Lectures, Library and Bulletins, for which three shall 
be a quorum.” 

Art. VIII, Sec. 1, Line 6—After the words “written notice” on the 6th 
line add the word “thereof.” Delete the words “Board of Trustees” ap- 
pearing in Lines 6 and 7, and substitute therefor the word “Secretary.” 
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BY-LAWS. 


Art. I, Sec. 2, Line 3—For the word “three” substitute the words “one- 
fourth of the,” and in Line 5 substitute for the word “three” the words 
“one-third of the.” 

Art. I, Sec. 7, Line 4—For the word “fifteen” substitute the word “three,” 
and in the Sixth Line delete the words “‘seven days at least.” 

Art. I, Sec. 10.—Append this Section to Section 8, deleting the caption 
“Finance Committee,” and renumber Sections 11 to 14—as Sections 10 
to 13. 

Art. II, Sec. 1, Line 3—For the word “February” substitute thé word 
“April,” and in Line 4 substitute the word “thirty” for the words “twenty- 
one. 

_ II, Sec. 2, Line 5—For the word “February” substitute the word 
“ Tri Nees 

Art. II, Sec. 3, Line 7—For the words “twenty-one” substitute the word 
“thirty.” 

Art. 1I—After the words “Sec. 5” insert “(a).” 

Art. II, Sec. 5, (a), Line 3—For the word “February” substitute the 
word “April.” 

Art. VI, Sec. 3, Line 1—To be changed to read: “The following shall 
be the dues for each fiscal year ending September 3oth.” 

Art. VI, Sec. 4—Change first lines of this Section to read: “Such dues 
shall be due and payable half-yearly, in advance, on October 1st and April 
1st.” After the Fourth Line, ending with the word “issued,” this Section 
to continue to read as follows: “such dues shall be apportioned in the 
first instance to the end of the fiscal year, viz.: September 30th.” 


Carried as Amended. 


Art. I, Sec. 8, Line ro—After the word “society” insert the words “or a 
member.” 

*Art. II, Sec. 4, shall be altered to read as follows: “Copies of the min- 
utes of each Regular or Special Meeting shall be published in the next issue 
of The Journal of Accountancy.” 

Art. VI, Sec. 5—This is a new Section proposed to be added to Article 
VI, to read: “No Society or Member-at-Large of the Association shall 
be permitted to vote, or be entitied to representation, at any meeting 
thereof, when dues are 60 days in arrear.” 


Lost. 


Art. I, Sec. 6, Line 5—After the word “Treasurer” insert “and counter- 
signed by the President.” 

Art. I—Add to end of Section 8 a new paragraph to read :—“The Board 
of Trustees shall be empowered to appoint an assistant to the Secretary, 
and shall fix and determine his salary.” 

*Art. III, Sec. 3, Line 4—Delete the words “least ten days prior to,” and 
in the last line insert after the word “Fellows” the words “and Associ- 
ates.” 

Art. VII, Sec. 1—At the end of this Section append the words: “provided 
that the Board of Trustees may delegate their powers as to a hearing to 
the Executive Committee.” 


The following amendments, endorsed by a minority of the Com- 
mittee, were then submitted for the consideration of the members: 
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Lost. 


CONSTITUTION. 


Art. II, Sec. 3—Amend by adding:—“(d) Persons engaged in practice 
as Public Accountants on their own account for a term not less than three 
years previous to their application for membership in this Association, 
whose principal place of business is in a State, District, or Territory 
where certificates are issued, but who, for reasons satisfactory to the 
Trustees, have not obtained such certificates, and who in all other respects 
are satisfactory to the Trustees.” 

Art. II, Sec. 8—Amend by striking out, first and second lines, “Fellow 
or,” and add at foot: “Every application for membership as a fellow-at- 
large must contain evidence satisfactory to the Trustees that the applicant 
has his principal place of business in a State, District, or Territory not 
represented by a Society affiliated with the American Association of Public 
Accountants.” 

That the Amendments marked thus, *, stand as in the present law. 

Art. IV, Sec. 2—Take out. 


Carried as Amended. 
BY-LAWS. 


By-Laws, Art. III, Sec. 1, Pages 20-21:—After the word “thereto,” on 
the first line at top of page 21, add “, from among the Fellows of the 
American Association of Public Accountants.” 

Line 11—Change the words “his Society” to ‘read “the Society he repre- 
racer and change the word “his” in the last line of this Section to read 
“such. 


The two following additional amendments suggested in the 
Report of the Board of Trustees were considered and directed to: 
be submitted for consideration at the annual meeting in October 


next: 

First.—Definition of duties of Journal Committee. In Article I of the 
By-Laws add a Section 14: To supervise the publication of the Journal of 
Accountancy and to direct its policy on behalf of the American Association 
and in conjunction with the Directors of the Accountancy Publishing 
Company. 

Second.—In Article II, Section 2-A, of the Constitution, for the words 
“at least three years previous” to read the words “‘at least three years next 
previous.” 


On motion of Mr. Richard S. Chapman, duly seconded, it was 
unanimously resolved that the constitution and by-laws as 
amended be adopted. 


The following resolution proposed by Mr. Dickinson, and duly 
seconded, was unanimously agreed to, and it was ordered that 
the matter contained therein be referred to the Legislative Com- 


mittee for further consideration and action: 


That this meeting of the American Association of Public Accountants 
believing that it is in the best interests of the Profession of Public Ac- 
countancy that the standard, both educational and practical, for member- 
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ship in the American Association and its Affiliated Societies should be 
raised, recommends the adoption as soon as practicable of the following 
qualifications for fellowship in this Association: 

Each applicant shall pass two examinations in the theory and practice 
of Accounting and in the laws relating thereto and in such other subjects 
as may be from time to time prescribed, one of such examinations being 
an elementary one and the other a higher one to which the applicant is 
only admitted after he has had three years’ practical experience in the 
office of a Public Accountant. 


On motion of Mr. Montgomery, duly seconded, the following 
resolution was also adopted : 


Wuenreas it has been suggested that bills may hereafter be introduced 
in the Legislatures of various States which will limit the practice of ac- 
countancy in general or in particular cases to residents or Accountants 
who may have certificates issued by the State in question, 

Resolved, That the Officers of the American Association of Public Ac- 
countants be instructed to watch Legislation in the various States, and 
whenever any bill is introduced which appears to discriminate against mem- 
bers of the American Association of Public Accountants that they take 
such action as may be necessary to modify or defeat such Legislation in 
the interests of this Association. 


On motion of Mr. Harvey S. Chase, seconded by Mr. MacInnes, 
it was resolved that a committee of seven Fellows of the Ameri- 
can Association be appointed by the president to consider the 
practical application of true accounting principles in connection 
with standard schedules for uniform reports on municipal indus- 
tries and public service corporations; that such committee be 
authorized to accept or amend such schedules and forms as in its 
judgment are advisable, and to endorse such schedules solely as 
committee ; and that it shall report its findings and endorsements 
to the next meeting of the Association. 

The president appointed the following gentlemen to serve on 
the committee: Harvey S. Chase, Leonard H. Conant, A. Lowes 
Dickinson, S. Roger Mitchell, R. H. Montgomery, Duncan Mac- 
Innes, Elijah W. Sells. 


It was further unanimously resolved that the proposed letter 
to the press, suggested in the report of the Executive Committee, 
subject to some minor alterations which the president and secre- 
tary were directed to have made, be approved. 


The meeting then adjourned after having been in session for 
five hours. 
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Dinner. 

At the conclusion of the semi-annual meeting of the Associa- 
tion, members, to the number of twenty-three, dined together 
informally at the Hotel Astor. Some interesting impromptu ad- 
dresses were given by the various members on subjects of general 
interest to the profession. 

In the course of the dinner the organization of the American 
Accountants’ Golf and Tennis Club was discussed, and most of 
the members present expressed their desire to become members. 

It is proposed to hold a golf and tennis competition, under the 
auspices of the club, on the occasion of the annual meeting at 
Columbus in October next. All members of the Association who 
are interested in this matter should address Mr. Harvey S. Chase, 
27 State Street, Boston, Mass., who organized the movement and 
will be prepared to enroll any applicants as members. 











New York C. P. A. Examinations. 


Following are the four papers set by the New York Examiners, in Janu- 
ary, 1906, for candidates for the certificate of Certified Public Accountant. 
In the April and May numbers of Tue Journat will be published evolu- 
tions of some of the problems in “ Practical Accounting.” Requests from 
subscribers for answers to any particular questions will receive prompt 
attention. 


Theory of Accounts. 


Answer 10 questions but nomore. Answers in excess of the number 
required .will not be considered. Do not repeat questions but write an- 
swers only, designating by number as in question paper. Check 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 10 credits. Papers entitled to 75 or more credits 
will be accepted.—January 30, .9.15 a. m. to 12.15 p. m. 

1 What is a consignment account? How should it appear on the books 
of the consignor? 

2 What is a sinking fund? How should the account be treated on the 
books of a corporation? 

3 In a set of books in which sales book and sales ledger are used, how 
should a sale of merchandise be treated when an accepted draft for the 
amount is given by the buyer? 

4 Define and differentiate the following kinds of statements: (a) trial 
balance, (b) balance sheet, (c) statement of assets and liabilities, (d) 
statement of affairs. 

5 State briefly the proper manner of conducting the following kinds of 
accounts: (a) bills receivable, (b) bills payable, (c) shipment accounts. 

6 In what order should the accounts be arranged as they successively 
appear in (a) a ledger containing all the accounts of a business, (b) a 
ledger containing accounts of fixed assets and fixed liabilities, as well as 
special, nominal and summary accounts? 

7 Describe the method of determining the number of shares of capital 
stock, both common and preferred, held by each of the several stock- 
holders of a corporation, giving fully the titles of the books wherein the 
facts are registered and stating how the books are opened and operated. 

8-9 Describe the process of closing the books of a corporation at the 
end of a fiscal year, showing a Trading account and a Profit and Loss 
account, and explaining the treatment of reserves for depreciation and for 
bad debts, as well as for the surplus or deficiency resulting from the 
operations of prior years. 

10 A corporation is organized with an authorized capital stock of $50,000 
of which only $40,000 is sold, and stock certificates issued therefor. Two 
conflicting methods of recording the capital stock on the books are urged 
by rival accountants as follows: (a) treasury stock to capital stock $50,000, 
cash and properties to treasury stock $40,000; (b) cash and properties to 
capital stock $40,000. Which method is the better and why? 

11 Explain the purpose and the manner of keeping a private ledger as 
part of the financial books of a firm or a corporation. 

12 A construction company contracts to erect buildings or works, charg- 
ing in some instances a fixed price, and in other instances the actual costs 
plus a fixed percentage thereon. How should the contract accounts for 
each stated class of undertakings be conducted on the books of the com- 
pany, and in what manner should the unfinished contracts at the close 
of each fiscal year be valued on the balance sheet and treated in the Profit 
and Loss account? 
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13. Define and differentiate the following kinds of accounts: (a) real and 
nominal, (b) personal and impersonal, (c/ current and summary, (d) con- 
trolling and specific. 

14 How may a reserve account and a sinking fund, both relating to the 
redemption of the same debt be simultaneously operated? What purpose is 
accomplished thereby and how do said accounts respectively appear on the 
balance sheet? 

15 A manufacturer makes extensive investments in stocks and bonds, 
buying and selling from time to time as the market conditions warrant 
and clearing all such transactions through his regular books of account. 
How should such transactions be isolated from his manufacturing opera- 
tions and what books and accounts should he employ to record the details 
of the principal and income from such investments? 


Practical Accounting. 


Answer questions I and 2 and two of the others, but no more. Answers 
in excess of the number required will not be considered. Do not repeat 
questions but write answers only, designating by number as in question 
paper. Check the number of each one of the questions you have an- 
swered. Each complete answer will receive 25 credits. Papers entitled 
to 75 or more credits will be accepted. January 30, 1.15 to 5.15 p. m., only. 

1. The Parker Construction Company is unable to meet its obligations 
and is forced into liquidation. At the time the receiver takes charge of its 
affairs the following trial balance is prepared from the company’s books: 


Land and buildings 
Mortgage on land and buildings $8,000 


Plant and equipment 

Creditors 59,400 
Completed contract accounts (losses) 

Capital 50,000 
Uncompleted contract accounts (outlay) 

Securities acquired in settlements 

Debtors’ accounts for completed contracts 

Expenses 

Inventory of materials 

Profit and loss (deficiency) 





$117,400 $117,400 
The sureties on the unfinished contracts estimate that a further outlay 
of $20,000 will be required to complete the work and realize the contract 
price of $40,000, and their offer to take over the materials on hand for 
$1,500, as part of said cost, is accepted by the receiver. Of the securities 
acquired $5,000 is pledged to secure $11,000 due creditors, and $10,000 is 
pledged to secure $9,000 due creditors. The company owes for taxes 
on real estate $100 and for salaries and wages of employees $1,200, 
which sums do not appear on the books. The company has dis- 
counted customers’ notes for $3,000, of which subsequent ad- 
vices indicate that $1,000 will be dishonored, and a debtor owing $1,500 
on unsecured account has failed and disappeared. It is estimated that 
the amount realized on land and buildings will be sufficient to satisfy 
the mortgage only, and that plant and equipment will realize only 6% 
of the book value. 
Prepare a statement of affairs and deficiency account. 


2 Walter Hopkins, while perfectly solvent and doing a profitable manu- (A 


facturing business, had so tied up his capital in plant and materials that 
he was unable to pay his debts and was on the point of suspending for 
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want of funds to pay for labor, and his creditors were preparing to com- 
mence legal proceedings to enforce a settlement. The condition of his 
affairs at this time was as follows: 


BALANCE SHEET 
Liabilities. 


Materials, raw and partly 
finished 

Finished goods 

Accounts receivable 


$75,130 

At a meeting of creditors he said that while his plant was entirely 
efficient, it was all of special character and would realize on forced sale 
only the value of scrap, that the unfinished goods would require the em- 
ployment of skill and processes known to him only, and that while 
forced suspension would yield to his creditors not over 50%, it would 
ruin him absolutely. ; ? 

The creditors decided to advance him a loan of $5,000 to continue 
operations and allow him additional credit for materials and expenses. 
A trustee was appointed to see that the proceeds were used solely for 
recuperation of the business. a 

The subsequent operations under the supervision of the trustee were 
as follows: ; 

Purchases on book account charged to materials $5,100, to expense, 
$12,000; sales on book account, $57,802; losses on bad debts, $300; cash re- 
ceipts (loan from creditors), $5,000; settlement from debtors, $58,100; 
cash payments for labor, $12,500; for expense, $4,350; for plant, $600. 
Creditors, $42,030; Walter Hopkins, personal drawings, $3,000. 

There remained raw materials, $4,000, finished goods $22,388. 

Prepare (a) realization and liquidation account, (b) trustees’ cash 
account, (c) balance sheet of the estate as restored to Walter Hopkins. 

3 The following statements comprise the trial balances of a business 
at the beginning and the end of a fiscal period, together with the volume 
, of the transactions during said period: 

Trial Balance, Interim Trial Balance, 
anuary 1. Transactions. December 3r. 
é $24,941 $24,696 $1,360 
Merchandise 17,665 26,874 4,159 
Debtors 25,135 24,229 4,016 
Fixtures 3,505 
Creditors 18,922 19,410 2,063 
Loan (Int. pd. $6) 1,100 1,500 
Capital 10,000 
Interest and Discount ... 693 360 é 
Rent 900 
Insurance 50° 
Salaries 1,820 
Advertising 900 
Carting 1,705 


Expense 1,333 
Drawings, proprietor 2,000 


© OnNI Dun > & we 








$12,075 $12,075 $96,569 $96,569 $17,722 $17,722 

a a sales book shows sales posted to debtors to the amount of 
25,135. 

b The journal shows allowances to debtors for returns of mdse. 
sales $1,015 and claims on creditors for returns of mdse. pur- 
chases $230, also. application of debtors’, balance to settle 
creditors’ account in the amount of $9,500, both accounts being 
in the name of the same correspondent. 
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c The ledger shows that the nominal accounts entitled Rent, Insur- 
ance and Office Salaries contain only cash charges, while the 
nominal accounts entitled Advertising, Cartage, and Expense 
show cash charges in the total amounts of $100, $200, and $773 
respectively, all other charges therein being by invoice duly 
posted to creditors’ accounts. 

d.The Merch7~dise account shows cash charges of $610 and cash 
credits of 1,509 for cash purchases and cash sales respectively. 

c The invoice book shows invoices posted to creditors’ accounts to 
the amount of $19,410. 

From the foregoing statement of facts write the several accounts dis- 
played in the trial balance, showing the elements composing each ac- 
count stated according to the citles of the accounts complementary thereto. 

4-5 A corporation issues $100,000 in 20-year bonds, dated January 1, 
1902, redeemable out of revenue by means of 20 annual sinking fund 
instalments of $5,000 each. December 31, 1902, $5,000 is reserved out of 
profits and placed to the credit of Reserve for Redemption and $5,000 
is deposited in a trust company @ 2% and charged to Sinking Fund for 
Redemption. Separate sinking fund books are opened in the ledger in 
which Cash is charged and Sinking Fund credited with said first :nstal- 
ment. 

February 2, 1903, investments are purchased for the sinking fund and 
the principal thereof is charged on the sinking fund books to separate 
investment accounts, while the accrued interest is charged to Revenue 
from Investments. 

The investments so purchased are as follows: 

a Two (2) 5% gold bonds, due 1950, of $1,000 each, interest payable, 
May 1, Nov. 2, @ par and accrued interest. 

b.One (1) 6% gold bond, due 1940, of $1,000, Apr. 1, Oct. 1, @ 120 
and accrued interest. 

c.The company loans on first mortgage $1,400 @ 5% interest, payable 
Aug. 1, Feb. 1. 

The interest is regularly received and deposited in the special account, 
charged to Cash and credited to Revenue from Investments, which latter 
account is in turn closed by transfer of balance to Sinking Fund for 
Redemption. 

December 31, 1903, the second annual reserve is made in the amount 
of $5,000, less the net income of the sinking fund for the expired current 
year as shown by the sinking fund books, and a corresponding deposit 
is made in the special fund, while the proper entries of the receipt 
thereof are also made and posted in the sinking fund books. March 1, 
1904, two (2) 6% bonds of the same issue as purchased in the previous 
year are bought for the sinking fund @ 1.16 and accrued interest, one 
(1) of the 5% bonds is sold @ 1.03 and accrued interest, and a first 
mortgage for $3,500 @ 5% March, 1 and Sept. 1, is purchased. The 6% 
bond bought in 1903 and held at 120 is written down to 116, and the 
remaining 5% bond held at par is written up to 103 by cross entry 
between the principal account and the Revenue from Investments account. 

December 31, 1904, the third instalment is reserved and deposited in 
the same manner and on the same principle as the preceding ones. 

Frame the necessary journal entries on both the general and the sinking 
fund book to give expression to the foregoing transactions; also the 
accounts affected in both ledgers showing the status of sinking fund at 
the beginning of 1905. 

6 Fredericka Ward dies leaving one daughter, Doris, and two sons, 
Henry and Arthur, all of age, surviving her. Her will directs that after 
the discharge of all just claims on her estate there shall be placed in 
trust for Fredericka Winter, the child of her deceased sister, $50,000, the 
income of which is to be used for the child’s support by the guardian 
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appointed under the trust, and the principal to be paid over to her when 
she becomes of age. The remainder of the estate is to be divided equally 
among the testator’s three children. 

The estate consists of cash in a trust company $12,500, bonds and 
mortgages on real estate $250,000; registered municipal bonds $90,000, 
household furniture appraised at $20,130, horses and carriages appraised 
at $3,000, clothing appraised at $2,200 and jewelry appraised at $7,400. 

One of the aforesaid mortgages, $50,000 @ 5%, is in arrears of interest 
for oné year, and foreclosure proceedings are commenced by the executor 
with the result that on an immediate settlement the estate realizes the 
principal and the interest so in arrears and the trust fund is paid over 
to the guardian of Fredericka Winter. The February and August semi- 
anuual instalments of interest at 5% on the two remaining mortgages 
of $100,000 each and the January and July interest on the registered 4% 
bonds are all duly received, and the bonds are forthwith sold for $90,190 
The executor then pays $30,000 to Doris, and $10,000 each to Henry and 
Walter respectively, on account of their interests. Doris takes, as a part 
of her legacy, household furniture $5,000, clothing $0900, and all the 
jewelry at the appraised valuation. Each of the sons takes as part of 
his legacy one of the remaining bonds and mortgages. 

On the sale of the remaining effects the furniture realizes $15,000, the 
clothing $1,000, and the horses and carriages $3,200. There is also 
received from the trust company for interest on deposit, $350. The 
executor expended for probate $150, funeral $600, monument $1,000, tax 
on personal. estate $350, counsel fees $1,500, fire insurance $32 and 
sundry claims against the estate $7,201. The allowance for executor’s 
fees was fixed by the will at $2,500. 

Prepare a summary accounting showing the cash in hands of executor 
and the amount payable to each of the heirs. 


Auditing. 


Answer 10 questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers only, designating by number as in question paper. Check 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 10 credits. Papers entitled to 75 or more credits 
will be accepted. January 31—9.15 a. m. to 12.15 p. m., only. 

1-2 A company was organized in February, 1900, for the purposes of 
constructing and operating two iron furnaces as one plant, and of owning 
and mining ore properties. 

An issue of mortgage bonds was arranged for the purpose of providing 
funds to finance the constructing of the plant and the purchase and 
development of ore properties. The mortgage provided that the property 
should be maintained by the company in first class condition . 

The first furnace was put in blast in May, 1901, and the second in June, 
1902. The ore property was developed and mining commenced in April, 
1901, at which date the total cost of the property and development 
amounted to $50,000. The superintendent of the plant reports monthly 
the quantities of ores and materials received, and also the quantities used 
at the furnaces. Stores accounts are kept for each kind of ore and 
material. Piles of ores and materials are cleaned up periodically. The 
plant superintendent also reports the quantities of pig iron produced 
monthly and the quantities of pig iron shipped monthly. 

January 2, 1905, you are appointed in the interest of the bondholders 
and shareholders to audit the accounts of the company for five years 
ending February 28, 1905. 
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Apart from the accuracy of the clerical work and bookkeeping, what 
are the principal points to be ascertained with regard to (a) expenditures, 
(b) issue of bonds, (c) maintenance of the properties? State how you 
would satisfy yourself of the accuracy of the foilowlng assets and liabili- 
ties at the close of the period of your examination: stocks of ores and 
materials, stock of pig iron, mortgage bonds outstanding, capital stock 
outstanding. 

3 What is a voucher and what is your understanding of its purpose? 

4 How would you determine the profits for a given period from a set 
of books kept on the single entry system, the capital at the beginning of 
the period being known? 

5 In drawing up a balance sheet is it desirable to show the assets and 
liabilities by groups, and if so, into what groups would you classify? Give 
reasons for your classification. 

6 You are appointed to audit the accounts of the trustees of the late 
C. D., who were designated in his will. His estate consisted of cash, 
real estate, U. S. government bonds, shares in various enterprises, mort- 
gages on real estate and a partnership interest in a manufacturing firm. 
What documents and records would you need to see in order to satisfy 
yourself that the accounts were properly stated and the interests of 
the beneficiaries properly administered? 

7 Should inventories of a manufacturing concern be taken at cost 
value, at market value or at some other value? Give reasons. 

8 A factory makes large outlays during a year for alterations to plant. 
How would you treat such expenditures ? 

9 When sales are made on time with the proviso that certain discounts 
are to be allowed if payment is made on or before specified dates, would 
you, when auditing the accounts, make provision for such discounts on 
outstanding accounts? Give reasons and an argument for or against the 
practice. 

10 A contractor engages to erect a building for $250.000, and his esti- 
mates indicate a profit to him of $25,000 in the transaction. He receives 
during the fiscal year payments aggregating $85,000 on architect’s certifi- 
cates, showing that $100,000 worth of work has been done. Ought any 
of the contemplated profits to be carried into the accounts for that year, 
and if so, how much? 

11 What is the responsibility of the accountant who undertakes to 
examine a going business for the purpose of issuing a certificate showing 
the net earnings of the business for the preceding five years to (a) the 
ownx.rs, (b) ihose investing money therein on the faith of the report? 

12 In auditing the accounts of a corporation what special precautions 
would suggest an inspection of the minute books, the stock ledger, the 
bond register, and a review of certain initial entries relating to the 
el formation at a date prior to that covered by the immediate 
audit? 

13 To what extent may the “ organization expenses” of a corporation 
be regarded as a permanent asset and how should this account accordingly 
be dealt with? 

14 Why should the auditor compare all payments with proper vouchers, 
show agreement between cashbook balance and bank balance and recon- 
ciliation of check book and bank pass book? 

15 Show in a general way what care should be exercised and what 
work done by an auditor in establishing the accuracy of pay rolls of factory 
hands or other laborers, schedules of bills and accounts receivable, and 
schedules of stocks, bonds or other securities. 


451 


ge ee creer 


SS ee 








The Journal of Accountancy. 


Commercial Law. 


Answer 10 questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers only, designating by number as in question paper. Check the number 
of each one of the questions you have answered. Each complete answer 
will receive 10 credits. Papers entitled to 75 or more credits will be 
accepted.—January 31, 1.15 to 4:15 p. m., only. 

1 What is a contract? Mention five requisites of every binding contract. 

2 Define insolvency and bankruptcy. Mention (a) two acts of bank- 
ruptcy, (b) two classes of persons who are exempt from involuntary 
bankruptcy. 

3 What is the true nature of the relationship between partners? To 
what extent has a partner the right to sell the goods of the firm? 

4 How may a partner retiring from a firm relieve himself of further 
partnership responsibility ? 

5 Prepare a copartnership agreement that shall provide for continuance 
for a period of five years notwithstanding the death of one of the partners 
in the meantime, and provide also for payment of interest on investments, 
salaries to partners and a method of determining and apportioning profits 
and losses. 

6 A, meeting B on the street tells him to send to his hotel 15 barrels 
of a certain brand of flour that B is selling at $5 a barrel. The men separate 
without further talk and the next day the flour is sent to A. Is he obliged 
to take it? Give reasons. 

7 What is a corporation? Describe the procedure necessary for the 
formation of a business corporation and show what is required as to (a) 
number of incorporators, (b) number of directors, (c) capital to be paid in. 

8 May directors of a corporation convey the property of the corporation 
to themselves? Give reasons. 

9 For what kind of property may a corporation issue its capital stock in 
payment? Explain fully. 

10 When the capital of a corporation is increased, what persons have 
the prior right to subscribe for the new stock and in what proportions? 
May such right be made negotiable and if so, how? 

11 Distinguish clearly and fully between assignability and negotiability. 
Mention (a) a negotiable instrument, (b) an assignable instrument that 
is not negotiable. 

12 Prepare the following negotiable instruments, giving the name of the 
maker or drawer and the payee: (a) promissory note, (b) bill of exchange 
drawn in New York on a banking house in London, (c) check. 

13 C pays a note that apparently bears his signature as maker. Later 
he finds that the signature was forged. May he recover the money paid? 
State the principle. 

14 Give pro forma illustrations of the following indorsements of promis- 
sory notes and show the purpose and the effect of each indorsement: (a) 
in full, (b) conditional (c) restrictive, (d) protest waived, (e) qualified. 

15 What is the legal rate of interest on ordinary loans of money in the 
State of New York? Are bankers empowered to take a higher rate on 
discounting ordinary paper? Under what conditions, if any, may a 
banker take whatever rate of interest is agreed on by the borrower? What 
are the penalties for taking usurious interest? What is the general rule 
for computing interest on an account on which payments are made from 
time to time when no special stipulation has been expressed? 





